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Store cooperation, in store audit, is like charm 
in a woman: it’s there, or it isn’t. And if it 
isn’t, it doesn’t much matter what else is. 


There are many ways to enlist store coopera- 
tion. There is only one way to retain it: earn 
te privilege. Time is the proof. For 15 years, 
SRI has pioneered, nurtured, earned the co- 
operation of stores, in every test market re- 
quired by marketers. National headquarters or 
store level, the approach varies, the acknowl- 
edgment doesn’t. Marketers tell us we deliver 
the dest chain cooperation—food or drug— 
in the country. Fifteen years! 


What did we do, in those 15 years? 


We preached the gospel of store audit’s bene- 
fits to the store. Faith is a partnership. Quite 
a few retail beliefs have been shaped—others, 
shattered—by facts in SRI studies. Not the 
confidential store audit data—that data is 
restricted to the marketer who orders it. But 
the timely intelligence documented in SRI 
public service studies? That has been freely 
available. Remember SRI’s studies on out-of- 
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stock, male shopping influence, trading stamps, 
store hours? 


We established the rules for store audit proce- 
dure. The SRI auditor knows his business, 
practices it with respect. Inventory means all 
the inventory. Keep one eye on accuracy, the 
other on completeness: they’re not the same. 
Get all the facts—on deliveries, returns, bulk 
sales. Know what’s going on, in local mer- 
chandising, deals, tests. Know the store man- 
ager. Know the clerks. Know the job! 


This kind of identification perhaps explains 
why so many top marketers turn to SRI for 
authoritative store audit data (few major 
marketers, in the past 15 years, haven't). 
And, why so many specify SRI repeatedly 
(85% of our work is for clients we have 
served before). 


Today, ask for a briefing on SRI tailor made 
store audit service in market-by-market and 
area testing. And, on Sell-O-Rator® National 
Food and Drug Indexes. Selling Research, 
Inc., 92 Liberty Street, New York 6, N. Y. 
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—___——— MARKETING MEMO —— 


The Future of Point-of-Sale Advertising . . . 


The way to increase productivity in America is by innovation. As 
Peter Drucker explains, innovation does not mean technical develop- 
ment alone, as most laymen seem to think. Innovation in distribution 
methods and materials handling, and other non-technical developments, 
have contributed more to an increase in productivity than have purely 
technical achievements. So, point of purchase, already an important 
tool in our economy, will become even more important during the 
next two decades because it contributes to the productivity by helping 
to facilitate the mass movement of consumer goods. 


—Association of National Advertisers, Inc. 
with co-operation of the 
Point of Purchase Advertising Institute 
Advertising at the Point of Purchase 
(New York City: McGraw-Hill, 1958), p. 2. 











MARKETING MEMO — 


The Price of Innovation . . . 


Besides bolstering consumer preference, new features often bring 
the innovator undreamed-of free publicity, step up the enthusiasm of 
salesmen, and do more toward building an outstanding brand image 
than words alone can ever do. Moreover, they offer management free- 
dom and flexibility to a degree that images and styling can never match. 
But, unfortunately, all of this is a two-way street. A poorly engineered 
“improvement” rushed into production can quickly destroy a reputa- 
tion for product quality or undermine sales enthusiasm. 


—John B. Stewart 
“Functional Features in Product Strategy” 
Harvard Business Review 

Vol. 37 (July-August, 1959), p. 77- 





—_———_—— MARKETING MEMO 


Depression-Proof Store . . . 


In a culture dominated by the selling function, especially when 
cyclical business fluctuations become evident, it is sometimes difficult 
to conceive of a creative “buying” function. But such a function occurs 
at Ohrbach’s; business is generally good in the Ohrbach stores. Ohr- 
bach’s is an almost classic example of the way in which a retail store 
develops a “personality” that tends to attract some segments of the 
market and at the same time alienates itself from other segments of 
the market. It also points to the possibility of developing a successful 
business by offering a different “product” than anything available on 
the market—in this case the combination of high quality physical 
merchandise with a low level of marketing services. 


—‘Depression-Proof Store” 
Fortune magazine 


Vol. 40 (August, 1949), p- 49. 
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Growth and Profits Through 


Planned Marketing Innovation 


' @ THEODORE LEVITT 


Too many companies handle the vital task of exploring and develop- 
ing new marketing procedures on a hit-or-miss basis. As a result, they 
miss more potentials than they hit. 

This article explains why that happens. It also tells how to organize 
this type of activity in a way that will make it most productive. 





grea is the stepchild of most 
modern corporations. That is a 
strong statement, especially in view of all 
the enthusiastic talk about the “marketing 
concept,” the tremendous amount of mar- 
keting research, and the vast quantities of 
literature and fiumerous seminars and 
speeches focusing on marketing problems. 

But to support the statement it is only 
necessary to point out that it is a rare 
company that follows up with a solidly 
systematic program of marketing experi- 
mentation and innovation. Marketing sel- 
dom gets the kind of active and continu- 





@ About the Author. Theodore Levitt is Lecturer, 
Harvard Graduate School of Business Administration. 
Before that he was for four years a business con- 
sultant in Chicago. He holds a Ph.D. in economics 
from Ohio State University and formerly taught 
economics at Ohio State and the University of North 
Dakota. 

As a consultant he worked closely with top man- 
agement in developing long-range marketing policies 
and strategy. He has been intimately involved in 
conceiving, establishing, and working with just such 
a "Marketing Development Task Force” as he discusses 
in the present article. 

He has also been a consultant to banks, and 
branches of federal and state governments, and has 
written widely on economic, marketing, and manage- 
ment subjects in a great many business and profes- 
sional publications. 


ing experimental support that other 
corporate functions are so abundantly get- 
ting. Where are the marketing equivalents 
of the product-research-and-development 
departments—departments specifically 
charged with inventing and developing 
marketing innovations? 


ORIGINS OF INNOVATION 


A lot of marketing changes have oc 
curred in the last decade. Some of them 
are easily as dramatic and revolutionary 
as automation on the assembly line. No- 
body in marketing needs to feel inferior 
in the presence of cyberneticists. There is 
nothing matter of fact about the exciting 
marketing devclopments represented by 
vending machines, prepared frozen foods, 
precut meats, motels, branch department 
stores, customer self-service, suburban 
shopping centers. 

Yet with all this evidence of protean 
marketing activity, one sad fact stands 
out: few if any of these or any of the other 
profound developments that can be listed 
grew out of any systematic corporate eflort 
to create marketing innovations. All were 
either random occurrences in the bigger 
stream of scientific experimentation and 
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change that characterizes our age, or were 
the accidental offspring of some facilitat- 
ing development or necessity. 


Marketing: The Neglected Frontier 


We got concentrated frozen orange 
juice, for example (and its lineal descend- 
ant, the frozen-food revolution), not be- 
cause somebody tried to think of a better 
way to help the juice customer, but be- 
cause National Research Corporation, a 
non food company, had developed a high- 
vacuum process for which it needed new 
markets when the declining demand for 
blood plasma cut its sales after the war. 

While we boast that so many of today’s 
exciting product innovations come from 
the laboratories of our giant corporations, 
it is distressing that the same companies 
produce so little marketing innovation: 
Almost every marketing innovation seems 
to come from tiny new companies or from 
companies predominantly in industries 
outside those in which they are innovat- 
ing. These have been the facts not only in 
frozen orange juice and numcrous pre- 
cooked frozen foods, but also in customer 
self-service, motels, so-called multi-pump 
gasoline stations, bantam supermarkcts, 
and the numerous marketi ig changes that 
packaging innovations have created. 

The point is that, unlike product in- 
novations as such, most marketing inno- 
vations have been unsolicited, unplanned, 
accidental, and have originated from 
outside the central core of the industries 
in which they have ultimately prospered. 


Innovation: The New Messiah 


Modern management has become ag- 
gressively innovation minded. Most pro- 
gressive companics have a vast apparatus 
of organized invention and innovation 
which is confidently expected to create 
the profit-building newness that was for- 
merly the product of accidents, lonely 
geniuses, and intrepid master builders. 
Exotic new product and production meth- 
ods are becoming the routine output of 
continuing and systematic corporate re- 
search and development. Research and 
Development Departments and Product 
Development Departments are replacing 
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Advertising and Public Relations as the 
glamour functions of modern industry. 
Any day somebody will write a prize-win- 
ning television play about tensions in 
R & D. 

But while management is enthusiasti- 
cally aware of the profit possibilities of 
creating entirely new and novel value 
satisfactions through new and novel prod- 
ucts and production processes, it acts sur- 
prisingly unaware of the profit possibili- 
ties of creating new value satisfactions 
through entirely new and novel marketing 
schemes. This is especially surprising in 
view of repeated assertions that “distribu- 
tion is our biggest problem.” 


WHY NO MACHINERY FOR 
MARKETING INNOVATION? 

Why do aggressive innovation-minded 
companies that spend so much on product 
research and development and abound 
with titles like “New Product Develop- 
ment Division,” “Product Line Develop- 
ment Manager,” “Product Development 
Committee,” and “Project Team,” still 
depend on the routine evolution of 
events to produce profitable new market- 
ing ideas? 

Why don’t we hear more about “Mar- 
keting Development Departments” that 
are specifically charged with dreaming up 
new marketing methods designed to ful- 
fill specific customer needs that manage- 
ment or marketing research have spotted, 
or designed simply to increase the efficiency 
of distribution? 

Some people believe that this sort of 
thing is actually being done on a wide 
scale wherever the “marketing concept” 
has been adopted. General Electric is cited 
as an outstanding example. But not even 
this pioneering company has really forma- 
lized the quest for new and improved mar- 
keting methods. Certainly it has not put 
forth the kind of conspicuously goal-di- 
rected innovation effort that is being 
made at another one of our big consumer 
goods corporations. This company (whose 
efforts remain purposely unpublicized) 
has what amounts to a “Marketing De- 
velopment Task Force”—a full time, high- 
level group whose specific assignment is 
to create not new products but new ways 
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of distributing and selling existing prod- 
ucts. If new products result from its work 
(and this is a distinct possibility), it will 
be because they are dictated by new mar- 
keting schemes, not vice versa, as usually 
happens. 

But why is the Marketing Development 
Task Force so uncommon? If a clear-cut 
case can be made for product research 
and development, it can certainly be made 
for the same sort of effort in marketing. 
Certainly nobody is against marketing in- 
novations on principle. Quite the reverse. 
All companies are constantly looking for 
new ideas. But why don’t they establish 
some formal process to elicit them, as has 
been done with products and production 
processes? 


Sales-Management Attitudes 


One reason could be the fear that any 
such formalization might formalize the 
environment in which marketing effort 
occurs to the point that spontaneity, imag- 
inativeness, and audacity are actually 


throttled. But the chief reason probably 
is that in most companies the idea just has 
not been thought of. 

The main reason is that most people 
responsible for marketing, especially in 
the larger companies, do not have the 


kinds of backgrounds or inclinations 
which foster carefully planned experimen- 
tal and speculative activity. Although 
they have become much more receptive 
to marketing research in recent years, 
there remains a strong tendency to oper- 
ate on the basis of management intuition 
and within the limits of what has been 
learned by direct operating experience. 

Training, conditioning, and the pre- 
sumed need for fairly quick competitive 
maneuver have produced in sales manage- 
ment an attitude and a way of thinking 
that are basically inhospitable to the “re- 
search-and-development” way of doing 
things. Sales management wants ideas; but 
it tends to want “practical” ideas, ideas 
that closely conform to present ways of 
doing things so they can be immediately 
applied without inordinate strain or un- 
due risk, and which preferably produce 
miraculous results. 


Unlike the attitude in product research 
and development, the quest is for speed, 
immediate practicality, and easy simplic- 
ity. No wonder there is such a profusion 
of gimmicks instead of fundamental cost- 
reducing, customer-serving newness. 

Moreover, neither the gimmicks nor 
such fundamental newness as does occur 
tend to originate in the corporation itself. 
They usually come from the advertising 
agencies. The reason the gimmicks (the 
slogans, posters, coupons, contests, etc.) 
come from the agencies is obvious. But 
why the fundamental new ideas? 

There are two reasons. One is pure ac- 
cident. The atmosphere of permissiveness 
that often rules at agencies (but almost 
never at their clients) is bound to result 
in some fairly good ideas, though selling 
them to the client is another matter. The 
second reason is that more and more agen- 
cies are doing “creative” marketing re- 
search designed to uncover customer 
needs and, in some cases, to develop prod- 
uct ideas and marketing strategy, tactics, 
and design which satisfy those needs. In 
short, often without knowing it, some 
agencies are formalizing the marketing 
equivalent of product research and devel- 
opment by practicing the so-called “mar- 
keting concept.” 

The reason it is not practice’, or not 
practiced as effectively, in the typical op- 
erating corporation is because the Sales 
Department constantly has to make a 
good showing in its operation of the pres- 
ent setup. The emphasis is on immediate 
results because that is how its perform- 
ance usually is assessed. This produces 
what sociologists call a structured atmos- 
phere—an environment which develops 
and sustains ways of thinking that tend to 
legitimize the superior efficacy of the here- 
and-now. Salesmen are constantly told 
how wonderful they and their company 
are. To allow them to question the su- 
periority of the present setup invites them 
to lose confidence in the organization. A 
salesman without confidence is not a sales- 
man. He has to think and continuously 
be told that the present arrangement is 
“the best.” Obviously this is not fertile 
ground for innovation. 
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The Market Cannct Be Controlled 


Another major reason why t’ °° are 
few if any marketing development task 
forces, even where the idea has been dis- 
cussed, is the company’s difficulty of con- 
trolling the ways or conditions under 
which its product is sold. Somebody else 
does the selling—the supermarket, the de- 
partment store, etc.—not the producer. 
The soap company can afford to think up 
and develop new products because, when 
it does, it has full control over the ideas 
and their implementation. But not so in 
marketing. So, at least, a lot of people 
seem to think. 

Actually the producer has quite a bit 
of marketing control, even if he does not 
control the sales outlet. For example, he 
does multiple-unit packaging (three bars 
of wrapped soap bound together). He uses 
display dispensers, such as sun glasses on 
cards or paper-bound books on revolving 
racks. He uses transparent bubble pack- 
ages to display and protect the product. 
And he does and can do many other 
things. 

Moreover, single-function franchised 
operations can be substantially controlled 
by the supplier. A case of thorough con- 
trol in such an operation is the soft ice- 
cream drive-in establishment. On_ the 
other hand, such operations as gasoline 
stations, which could be closely controlled 
by the branded refiners, are pretty much 
left to run by independent dealers in ways 
that often seriously detract from the 
brand's effectiveness and profitability. 


Marketing Ideas Are Abstractions 


A third major reason for so little system- 
atic planning for marketing innovation 
is that marketing is a fairly abstract op- 
eration. A product’s merits can be pretty 
easily explained, and in a way proved 
even before the product reaches the draw- 
ing board. You know what you want it 
to do. If the various technical and mate- 
rial “bugs” can be worked out, you are 
reasonably sure it will perform right. A 
mock-up can be made to display its tangi- 
ble qualities to your peers and _ bosses. 
That gives you something solid on which 
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to pin your ideas, hopes, and salesman- 
ship. 

But in marketing, a new idea is an en- 
tirely different matter. It is persistently 
abstract. While it is easy enough to de- 
scribe a new way to sell a product or 
service, you cannot prove it will work un- 
less it is actually tried. The laws of phys- 
ics and the principles of mechanics do not 
apply. The idea cannot be tested under 
controlled laboratory or factory condi- 
tions. It has to be proved under highly 
unstable conditions of open market ex- 
perimentation—with all the risks and un- 
certainties of constantly changing con- 
sumer habits, competitive retaliation, and 
poor or misguided management control 
over what is being tested. Moreover, all 
this testing is expensive, especially if the 
trial is honest and full-scale, even though 
limited to a few test areas. 


GETTING MARKETING INNOVATIONS 


In view of these roadblocks to more 
imaginative marketing innovation, it 
seems especially important to make a for- 
mal effort to get it. As a company becomes 
more successful in producing new and 
more efficient things, it gets increasingly 
important for it to think more creatively 
and imaginatively about new marketing 
methods. Unless it does, its profits may 
delude it into thinking that everything 
is fine, when actually that is true only of 
part of the operation. Marketing may lag 
seriously. In time the profit produced by 
exciting new things may be dissipated 
by the inefficiency of old marketing meth- 
ods. 

The question is: Where do you start? 
How do you set up a Marketing Develop- 
ment Task Force? What instructions 
should it get? What kind of people should 
serve on it? How does it fit into the cor- 
porate setup? To whom should it report? 
How does it operate? 


A Top-Management Responsibility 

Any management which wants this kind 
of an operation must first recognize that 
this is uncompromisingly an area of top- 
management responsibility. The opera- 
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tion will not work unless it has powerful 
top-management sponsorship and contin- 
uing support. 


A Special Task Force Needed 


Second, the job of formalizing market- 
ing progress cannot be entrusted to some 
existing operating group—say, the Sales 
Promotion Department. Indeed, the most 
important and most troublesome problem 
that arises is selecting the members of the 
Marketing Development Task Force. 

This is the pre-eminent problem. It is 
virtually impossible to be too careful in 
selecting them. One mistake, d the 
whole effort may be ruined. Evérything 
hinges on the type of men entrusted to 
run the task force—much more so than 
in a_ product-development department. 
The task force must be headed and staffed 
by operating people who are at home in 
the world of abstractions and ideas. 


A Permissive Environment 


Product development and marketing 
development involve different kinds of 
(for want of a better expression) contem- 
porary viewpoints. Most of us expect 
rapid changes and improvements in in- 
dustry’s physical output. Indeed we think 
it is a necessity. Most responsible people 
in the typical modern corporation strongly 
favor and look for product innovation 
and process innovation. Hence, the prod- 
uct development task force operates in a 
highly permissive corporate environment. 
In this new age of scientific wonders it is 
a rare and reckless man who says that a 
new product proposal, no matter how 
wild-eyed it may seem, is indeed wild- 
eyed. Science and technology are the new 
messiah—and behind that facade almost 
anything goes. 

By contrast, we are likely to be more 
suspicious (or, at best, less trusting) of a 
new marketing proposal. It is an abstrac- 
tion whose utility is debatable and not 
provable except after the fact. Besides, it 
may threaten those who are in charge of 
and operate the present marketing setup. 
They may resist ideas that will “obsolesce” 
the operating procedures, organizational 
routine, and sales philosophy to whose 


successful manipulation they owe their 
present corporate eminence. Hence, the 
company environment that the marketing 
development people work in is not likely 
to be very permissive. Without strong wills 
of their own and strong top-management 
support, they can easily fail. 


A Special Breed of Men 


One thing is clear: the marketing de- 
velopment task force must be stafled by 
energetic people who have no corporate 
or strong personal ties to, or interests in, 
perpetuating the present marketing 
scheme. They must not be put into the 
position of jeopardizing their own per- 
sonal futures because they are pushing 
ideas which may offend or threaten peo- 
ple who are in a position to affect their 
careers. In short, the greatest care must 
be taken to free them from inhibiting 
attitudes to change. 

Besides being at home in the world of 
ideas, they must also have an active and 
solidly demonstrated interest in the vroad- 
est spectrum of the business view of life; 
the physical, social, and life sciences; aes- 
thetics; mass culture; and technology. In 
short, they must have a restless need to be 
on top ol things—of the whole panoramic 
cluster of ideas, theories, facts, and events 
that constantly reshape our lives, tastes, 
values, and needs. They must be the type 
of people who regularly read widely and 
avidly and exhibit an enthusiastic flair 
for business. Granted that this is a big 
order, consider the following examples: 


e Midas Mufflers has hired humanities 
professors away from colleges and made 
them, in effect, territorial sales mana- 
gers. The operation has been prodi- 
giously successful, in the fastest possible 
time. The company president attributes 
most of the success to the unique talents 
which these unusual managers have 
brought to the training, supervision, 
and counseling of mufflershop opera- 
tors. 


A large industrial chemicals company 
was looking around for new chemical- 
using product ideas to suggest to vari- 
ous capital and consumer goods indus- 
tries. It solicited ideas from within its 
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ranks by circulating an open letter 
which was also published in the com- 
pany’s several house organs. The vol- 
ume of responses was amazing. There 
were a lot of “half-baked” ideas. But 
some revealed an extraordinary range 
of talents in their originators. Some 
were so well reasoned and were accom- 
panied with such complete background 
material and such masterly analysis of 
the difficult production and subtle mar- 
keting methods that the products re- 
quired that their authors—some of them 
completely unheard of organizationally 
—were quickly marked as “comers” and 
given more challenging jobs. 


THE TASK FORCE AT WORK 
To Whom Does It Report? 


The marketing task force must not be 
made responsible to persons, or to commit- 
tees composed of persons, who are immedi- 
ately and directly involved in the day-to- 
day administration of the present market- 
ing setup. It should report directly to a 
high corporate officer—preferably the 
marketing vice-president or an executive 
vice-president, somebody whose regular 
corporate duties are of a policy nature 
rather than concerned with day-to-day 
operations. 


Its Wide Open Assignment 


The task force should be instructed to 
consider entirely new or modified ways 
of marketing the company’s various prod- 
ucts, with perhaps special emphasis on a 
certain single product or a cluster of prod- 
ucts. It should be instructed not to hesi- 
tate to entertain any possible course of 
action, no matter how radical and without 
regard to its immediate practicality or 
profitability. It should be free to consider 
ways in which the existing product might 
be altered, distribution channels modified 
or eliminated, or whatever. In short, its 
authorization should be extravagantly 
permissive by normal business standards. 


Approving Its Activities 


In time the group would develop de- 
tailed plans for actual field testing of mar- 
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keting schemes. Working with the officer 
to whom it regularly reports, it would seek 
authorization and funds for the test, not 
from some existing sales operating com- 
mittee, but from the company’s Executive 
Committee itself. 

The Sales Department's approval should 
not be required as such—not because Sales 
is unimportant, but because Sales should 
nut be put into the unfair position of 
having to pass on the desirability or feasi- 
bility of marketing schemes whose very 
mention might be viewed as a threat or as 
lack of confidence in the Sales Depart- 
ment. 

If at the outset the task force is set up 
as a strictly “blue-skies” staff operation, 
and if it is clearly understood that it is 
not to be a profit-making group, but ex; 
perimental, like a product research de- 
partment, there is likely to be much less 
resistance to the proposed ideas. 


Testing Ideas 


The ideas should be thoroughly devel- 
oped on paper. After Executive Commit- 
tee approval, they should be tested in 
carefully selected markets under as repre- 
sentative and controlled conditions as pos- 
sible. The task force itself—with the help 
of specially selected individuals from else- 
where in the company—would have full 
responsibility for making the tests. It 
would design and run the entire opera- 
tion almost as a separate business, down 
to having its own advertising agency. Only 
if and when the operation proves clearly 
successful would it be turned over, at the 
discretion of the Executive Committee, to 
the Sales Department for further imple- 
mentation and extension. 

This last step is a big one. It might in- 
volve a monumental upheaval in the cor- 
poration’s operations. However, if the 
cost of distribution can be cut while serv- 
ing customers better, there can be no le- 
gitimate argument against the early and 
rapid implementation of the marketing 
plan, provided it meets reasonable profita- 
bility standards. But profit standards 
sometimes exercise a conservative drag 
far beyond what the market facts justify, 
and it is well to recognize how this works. 
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A good example is the supermarket 
revolution. The resistance of the large 
grocery chains to the supermarket idea, 
even after its demonstrated success in the 
early 1930's, was completely justified by 
the profit-and-loss calculations they had 
made of supermarket operations. Where 
the calculations obviously went wrong was 
in their failure to visualize how the su- 
permarket opened up merchandising op- 
portunities which would greatly change 
people’s willingness to come long dis- 
tances and to telescope their grocery buy- 
ing into one or two big weekly shopping 
trips. In short, the calculations failed to 
consider how the supermarket innovation 
would change the environment within 
which the grocery industry would hence- 
forth operate. By assuming the old corner- 
grocery-store environment and the shop- 
ping habits it involved, the calculation 
yielded discouraging profit prospects. 

One of the most important things to un- 
derstand about marketing innovations is 
that the bigger they are the greater is 
their capacity to change the ingrained 
consumer habits to which they address 
themselves. And the greater that capacity 
the greater is their chance of success. 


THE ORGANIZATIONAL ENVIRONMENT 


There are many complicated ins and 
outs to establishing and running a mar- 
keting development task force. But be- 
yond that, there is the corporate attitude 
toward experimentation and innovation. 


A Philosophy of Change 


Top management must see that the en- 
tire company becomes saturated with the 
idea of creativity and the merits of self- 
criticism. It must develop and transmit 
some guiding philosophy about the cre- 
ative function—indeed, the creative neces- 
sity—of the really effective business enter- 
prise. 

It is in marketing that the greatest 
cost-reducing, efficiency-promoting — busi- 
ness opportunities lie. Every firm, par- 
ticularly the larger firm, is an active agent 
of the economic environment it functions 
in. It can help to create the kind of com- 
petitive conditions it will face in the 


future. And it can do a great deal to mod- 
ify and create the environmental condi- 
tions which will make its products and its 
marketing schemes acceptable and salable. 

The most outstanding recent example 
of this is the bowling-equipment industry. 
Although bowJing was originally a fash- 
ionable high-brow sport, in the memory 
of living people it has been considered a 
low-brow, back-alley sort of recreation— 
for factory workers, loafers, and incipient 
juvenile delinquents. Pinsetting provided 
intermittent employment for ne’er-do- 
wells and skid-row bums. Bowling alleys 
were hangouts for the dregs of society. 

But the automatic pin-spotter changed 
everything—not simply because it elimi- 
nated the loafers and delinquents, but 
because it was marketed with an ingenius. 
awareness of the existing environmental 
barriers to the growth of bowling as a 
recreation. Companies like American Ma- 
chine and Foundry and Brunswick-Balke- 
Collender put quality, modernness, clean- 
liness, and beauty into bowling by 
developing a complete, highly upgraded 
package of bowling equipment and fa- 
cilities. They designed everything, includ- 
ing building layouts, so as to minimize 
clutter and prevent housekeeping bun- 
gling of the clean-cut, respectable environ- 
ment they sought to create. 

In the end, bowling was made so re- 
spectable that teams are now sponsored 
by church groups and parents actually 
encourage their sub-teen-age children to 
bowl. What was done to sell the product 
was, in effect, to use the product as a 
device to change the environment in 
which it was to be used. It was the 
changed environment not the greater effi- 
ciency of the automatic pinsetter which 
made automatic pinsetting and bowling 
profitable. 


Creating the Future 


The really big-profit and big-growth 
oriented company will not be satisfied 
merely with keeping in sufficiently flexible 
shape so that it can jump in the right 
direction when the competitive innova- 


tions of the future descend on it some 
fateful day. It must help to create the fu- 
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ture—resolutely dedicating itself to assum- 
ing the risks (and reaping the profits) of 
leadership. 

It must enthusiastically put itself into 
the business of leadership, of forcing com- 
petitors to submit to the creative profit- 
building marketing ideas it implements, 
rather than merely submitting to what 
others have dreamed up. It must recognize 
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the value of audacity and daring. It must 
create within the organization a restless, 
creative discontent with the here-and-now. 
One way to make sure that this attitude 
thrives and yields results is for marketing 
to follow the example of Research and 
Development Departments by setting up 
its own formal program for producing 
marketing innovations. 
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Retailing in the Soviet Union 





HE simple but perplexing question— 

how do goods reach the Soviet con- 
sumer?—is an elementary but  inade- 
quately understood matter in the West. 
The purpose of this article is to generalize 
the complex channels of Russian con- 
sumer-good distribution into a slightly 
simplified description of Soviet retail 
trade. 

While there are immense variations, 
the basic pattern of consumer-good dis- 
tribution in the United States is from 
factory to wholesaling agency to retailer 
to consumer. There may be direct selling 
from factory to retailer (Jonathan Logan 
dresses), the wholesaler may be a sub- 
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How does the consumer shop in the Soviet Union? What kind of 
stores are there in Russia? 

The following article describes the Soviet retail network and the 
pattern of merchandising. It also examines some new if not “revolu- 
tionary" innovations in trade and distribution. 


sidiary of the manufacturer (General 
Electric) or of the retailer (A & P), or all 
three may be commonly owned (Sears 
Roebuck). Orders and sales estimates 
originate at the retail level, and the goods 
are passed to the lower echelons with al- 
most no intervention by governmental 
agencies. 

A similar generalization about the or- 
ganization of trade in the Soviet Union 
may be useful, but this does not imply 
such a model to be the one and only 
method of distribution existent in the 
Soviet Union. Very seldom are classifica- 
tions actually neat and precise, even in 
the controlled Soviet state. 

Although the variety of forms and pat- 
terns is in no way as complex as those in 
the United States, there is nonetheless 
considcrable heterogeneity in the organi- 
zational structure. Essentially there are 
three main trade networks in the Soviet 
Union: government or state stores, co-op- 
erative stores, and kolkhoz (collective 
farm) markets. The relative share of sales 
of each is presented in Table 1. 
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RETAIL SALES VOLUME OF THE THREE MAIN TRADE NETWORKS IN THE SovieT UNION* 
(In billion rubles—prices of given year) 








1940 1950 


1955 





Government (state) stores 128.1 261.1 
Co-operative stores 


Kolkhoz markets 


47.0 
29.1 


98.5 
49.2 
TOTAL 


204.2 408.8 





347.3 432.9 


154.6 
48.9 


193.1 
40.0 


550.8 666.0 





® Sources: 


1940, 19750. 1055: Tsentral’noe Statisticheskoe Upravlenie, 8 »vetskaia Torgorlia (Soviet Trade), Gosstatizdat, Moscow, 


1956, po 19. 
1956- Tsentralnoe Statisticheskoe Upravlenie, 


1057: Veatnik Statiat ki $8. 1958, p. S1. 
1958: Vestnik Statistiki g5, 1959, p. 90. 


Narodnoe 
1957, p. 223, and T-entral’voe Statisticheskoe Upravienie, SSSR V Tsifrakh, Gosstatizdat, Moscow, 1958, p. 427. 


Khoziaistro SSSR ev 1956 Godn, Gosstatizdat, Moscow, 
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The government and co-operative trade 
networks have their own administrative, 
wholesale, and supply systems. As in the 
United States, the basic pattern of distri- 
bution is from factory to wholesale agency 
to retailer to consumer. There is a major 
difference, however, in that normally the 
wholesale and retail organizations are not 
independent of one another, but are con- 
trolled by the same parent organization. 
For the most part, the manufacturing en- 
terprises are under the jurisdiction of 
unrelated government organizations, but 
occasionally there may be direct selling 
from factory to retailer, as well as com- 
mon control of all three links. In such 
cases, the manufacturing link is usually 
little more than a workshop. Finally, of 
course, it is only on the most rare oc- 
casions that there is insignificant inter- 
vention by governmental agencies. The 
government not only owns all the trading 
facilities, but it administers and controls 
distribution functionally at the wholesale 
stage and geographically at the city, re- 
gional, and republic levels. 

Despite some overlapping of jurisdic- 
tion, the government trade network, 
which is the largest, is limited almost 
solely to urban areas and is run and su- 
pervised through the governmental Minis- 
tries of Trade, formerly at an all-union 
level, now at a republic level. The co-op- 
erative system in turn caters basically to 
the rural populace and has its own co- 
operative hierarchy, though ultimately it 
is also under the Republican Ministries of 
Trade. Collective farm or kolkhoz mar- 
kets sell only agricultural products and 
are found in both cities and_ villages. 
While the government through the Min- 
istry of Trade may be said to control the 
activities of the kolkhoz market, it does 
so to a much smaller degree than in 
either the government or co-operative 
stores. 


THE GOVERNMENT STORE NETWORK 


Because it is the most important trade 
sector, this article focuses primarily on 
the urban retail trade facilities. For the 
most part, this means government stores, 
both food and nonfood outlets. Since the 
kolkhoz market is an important source of 


April 1960 


food for urban consumers, it: too will be 
considered. Except for the new phenom- 
enon of commission sales, the co-operative 
stores are administered, structured, and 
operated in the same manner as the gov- 
ernment store network. 

The Soviet urban consumer has a rela- 
tively wide selection of stores from which 
to make his purchases. For nonfood goods, 
there are specialized stores which sell only 
a particular type of good such as clothing, 
as well as the department stores which 
provide an assortment of various goods. 
By far the largest and finest stores are in 
the centers of the large cities, especially 
such Moscow department stores as GUM 
(Glavnvi Universalnyi Magazin, or Uni- 
vermag), with a staff of about 4,300; Ts- 
Sum (Tsentrainyi Univermag) with ap- 
proximately 2,300 employees; and the 
Leningrad department stores, Gorodskoi 
Passazh and Dom Leningradskaia Tor- 
govlia, with staffs of over goo each. Re- 
construction of Leningrad’s Gostinyi Dvor 
will be completed in 1960, making it the 
largest department store in the Soviet Un- 
ion. Another type of department store 
different from anything in the West is 
the relatively new Detskii Mir, Children’s 
World. It is a new and very large special- 
ized department store devoted entirely to 
children. With a staff of 3,200, it combines 
the sale of toys and clothes as well as al- 
most all other children’s products from 
toiletries to furniture. 

The neighborhood outlets of the spe- 
cialized stores are often located on the 
street floor of the larger multi-story apart- 
ment house units. Moreover, there are a 
few department stores in_ residential 
neighborhoods, such as Dzerzhinskii Uni- 
vermag in Moscow, and the Kirovskii and 
the Fruzenskii Univermagy in Leningrad. 

When shopping for groceries, the So- 
viet urban consumer may also select from 
a wide variety of government stores. The 
central city placement of the largest and 
most spectacular food stores in Russia 
contrasts sharply with the United States 
and its automobile-oriented outlying su- 
permarkets. The Soviet locational pattern 
of food stores is very similar to that of 
nonfood stores in the Soviet Union, with 
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the largest stores in the center of the 
city. 

The largest and best multi-product 
grocery stores in Russia are called Gas- 
tronoms. Appropriately enough, one of 
the largest occupies the first floor of 
GUM. There is also a wide selection of 
specialized stores—dairies, butcheries, bak- 
eries, vegetable shops, and delicatessens— 
in which to shop. Usually the housewife 
can find a wider selection of a given 
specialty in these shops than in the 
traditionally smaller conglomerate type 
grocery store, the prodmag. The latter re- 
sembles what used to be known in the 
United States as the corner grocery store. 
In any event, the size of the typical food 
outlet, specialized or unspecialized, is 
relatively small, with only one or two sales 
clerks. 

In 1955, the Russians reversed an ear- 
lier trend and began to emphasize the 
specialized type of outlet. Russian mar- 
keting experts argued that increased spe- 
cialization not only would provide the 
Soviet consumer with a wider selection of 
goods, but would also improve services 
and labor productivity and decrease costs 
of distribution. Nonetheless, the number 
of multi-variety grocery outlets has grown 
in recent years. This development, how- 
ever, has come as a by-product of the ex- 
pansion of self service rather than as a 
separate movement. 

Initially, existing specialty grocery 
stores were converted to the new system 
of self service as specialty store operations 
continued to grow. Gradually, however, 
stores were opened with a more general 
selection of goods in the Gastronom tra- 
dition, but with self service. These new 
stores were not necessarily in the center 
of the city. "The main stimulus for self 
service seemed to be the desire to make 
the Gastronom type of operation more 
efficient and thereby reduce costs of dis- 
tribution. The fact that the consumer is 
better served by being able to purchase 
under one roof all the various items he 
needs for his meals seems to have come as 
a fortunate by-product. 


OTHER GOVERNMENT STORES 
Such are the main characteristics of 
what is usually referred to as the urban 


W 


government store system, which in turn 
constitutes the trade network of the Min- 
istry of Trade. Within the general cate- 
gory of government stores, however, there 
are some special organizations which deal 
with both food and nonfood items. 

In numbers almost as large as the offi- 
cial Ministry of Trade network, but much 
less significant in terms of sales volume, 
the ORS (Workers Supply Departments) 
are a peculiar Soviet institution. Although 
they are administratively classed as gov- 
ernment stores, their closest counterpart 
in the United States is the factory cafe- 
teria. There is a considerable difference, 
however, between an American factory 
cafeteria and the ORS. In addition to the 
provision of food and meals the latter also 
sells nonfood consumer goods. Nonethe- 
less, food sales and meals are relatively 
more important. Quality and price are 
usually better than average, especially for 
industrially processed items. The sup- 
pliers are often provided from the fac- 
tory’s own farm or vegetable plots, a ques- 
tionable division of labor. 

Actually the ORS are also comparable 
to U. S. military PX’s, which sell food 
and manufactured goods to military per- 
sonnel. However, since there is also a PX 
system for military personnel in the So- 
viet Union, it may not be wise to make 
too much of this analogy. Information 
available about Soviet military PX’s is 
not too plentiful, but one of the largest 
Moscow department stores, the central 
department store of the ministry of de- 
fense of the USSR, had 563 employees as 
of 1957, and a sales volume about half 
that of the Gorodskoi Passazh department 
store in Leningrad. 

Drugstores are the most important com- 
ponent in the specialized trade network, 
There are almost 7,000 drugstores and 
over 4,000 smaller type outlets in the 
Russian Socialist Federated Soviet Repub- 
lic. 

The distribution of periodicals is car- 
ried out by the Ministry of Communica- 
tion. Although there are few stores, there 
are over 6,000 newspaper stands in the 
RSFSR. Naturally, as is true for the other 
two classes of specialized stores, the share 
of periodicals in government store retail 
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sales is very low. Books are sold through 
the Ministry of Culture bookstore net- 
work. Recently many of the outlets were 
transferred to the complete control of 
either the Ministry of Trade or the co- 
operative societies. The rural bookstores 
were merged into the co-operative trade 
network in 1957. 

There are other miscellancous Govern- 
ment enterprises, including pawn-shops, 
second-hand shops, and commission trade 
stores for industrial goods, where personal 
possessions and handicraft items may be 
sold at a commission to the state. How- 
ever the Ministry of Trade network, the 
ORS, the specialized stores, and the res- 
taurants essentially represent what are 
known as government stores. It is in these 
stores that urban consumers purchase all 
of their manufactured goods and the bulk 
of their groceries. 

It is also possible to have home delivery 
of certain food commodities such as milk 
and bread. While government stores are 
providing more and more of these serv- 
ices, for the most part they have been per- 


formed by individual peasants on a pri- 
vate basis, much as the local egg man 
continues to sell eggs from door to door 
in the United States. 


THE KOLKHOZ MARKET 

Despite urbanization and suburbaniza- 
tion, farmers’ markets continue to thrive 
in many European and American cities. 
They are also found in the Soviet Union. 
However, the collective farm or kolkhoz 
market plays a much more important role 
in Russian retailing. While their share 
of total retail sales (shown in Table 1) is 
not now significant, their share in food 
sales alone, which is almost the only thing 
sold on such markets, is much more im- 
pressive. It was as high as 20 per cent in 
1940, although it has fallen to 10 per cent 
since then. 

In certain areas, kolkhoz market sales 
are very important, and in Odessa kolk- 
hoz markets accounted for 60 per cent of 
the food sales in 1955 and 42 per cent of 
the food sales in 1956. A fairer picture 
of the role of kolkhoz markets, however, 
is obtained by considering the share of 
sales of only those varieties of foods ac- 
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tually sold on the kolkhoz markets, in 
comparison with the sales of these same 
goods in government and cooperative 
trade. This excludes canned goods and 
alcoholic beverages and includes mainly 
fresh vegetables, grain and livestock prod- 
ucts, meat, and milk. Here the role of the 
kolkhoz market is greater and was as high 
as 31 per cent in 1940, although it had 
fallen to 19 per cent in 1957. 

The kolkhoz markets are primarily out- 
lets for the surplus produce of the kolkhoz 
farms and farmers. Such surpluses ac- 
cumulate after fulfillment of delivery con- 
tracts to the state, formerly obligatory 
quotas. If a city resident has a garden of 
his own and wishes to sell any of his sur- 
plus, he may do so. The Russians refer to 
the kolkhoz market as a free market, and 
within limits feel that the prices are de- 
termined by interaction of the free forces 
of supply and demand. 

There are a considerable number of 
such markets. In the larger cities they 
abound near railroad stations and other 
points of natural population flow. Mos- 
cow has at least thirty, and Odessa eight. 
Kolkhoz markets are located in both 
rural and urban areas and are divided 
about equally between tiem, although 
the largest and best are located in the 
cities where they also have the greatest 
sales volume. As of January, 1959, there 
were about 9,000 throughout the country, 
although the growth in the number of 
kolkhoz markets has slackened in the last 
few years. 

Generally, prices on the kolkhoz mar- 
kets are above those in the government 
stores. This is contrary to Western ex- 
perience where farmers’ markct prices are 
usually below those of supermarkets and 
groceries. In the past this has been largely 
due to poor pricing policics in the gov- 
crnment stores. Prices have been set too 
low relative to the inadequate supplies. 
However, part of the price difference is in 
a sense a premium paid for the better 
quality and [freshness of the kolkhoz mar- 
ket products, a further indication of 
the unsatisfactory service of government 
stores. 

The kolkhoz markets are administered 
by a branch of the local city trade or- 
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ganization. In addition to seeing that the 
market runs smoothly, this branch is re- 
sponsible for attracting the outlying col- 
lective farms to their particular markets 
and signing contracts and providing trans- 
portation and stalls for the goods of both 
the peasants and the farms. Advertise- 
ments are periodically placed in the local 
press to attract both supplies and cus- 
tomers. The market administrators are 
also responsible for providing sanitary 
marketing facilities and living accommo- 
dations for the users. Finally, the admin- 
istration levies a daily franchise tax on all 
sellers who desire to use the market fa- 
cilities. It also maintains the price and 
quantity statistics of the market sales. 


COMMISSION TRADE 

In order to complete the description of 
retail trade facilities in the cities, it is 
necessary to mention a relatively new 
phenomenon in the Soviet system—com- 
mission trade. To some extent this is the 
reason for the decline in the absolute and 
relative role of kolkhoz markets. 

Commission-trade stores are under the 
control of the co-operative trade organi- 
zations. They were first authorized in 
1953 and are located predominantly in 
urban areas, either in special urban shops 
of the co-operative trade organization or 
in a section of the kolkhoz market. They 
are encouraged to accept, on a commis- 
sion basis, agricultural commodities either 
from the kolkhoz farms or the peasants. 
Upon delivery, the producer receives 50 
per cent of the estimated sales price in ad- 
vance and the remainder upon the com- 
pletion of the sale. The farm or peasant 
retains the title and bears the risk in the 
meantime. 

As one might expect, such a system has 
been subject to considerable abuse, and 
there have been many calls for various re- 
forms. Despite serious shortcomings, how- 
ever, commission trade permits an in- 
creased division of labor and allows the 
peasant to market his surplus without 
having to leave his fields. It also serves as 
a competitive pressure on the kolkhoz 
market. Although commission trade prices 
are higher than those of the government 
stores, they are lower than prices on the 


kolkhoz market and have accompanied 
the slow decline of the latter. 

Commission-trade sales have shown a 
remarkable growth. By January 1, 1957, 
there were 5,165 stores and 6,195, stalls 
selling food on commission. The decision 
to permit the return of co-operatives to 
the city and <o allow commission-trade 
sales of agricultural surpluses seems to be 
a major development. 

In summary, when the urban housewife 
does her grocery shopping, she really has 
a choice of three basic types of trade out- 
lets. She purchases the bulk of her goods 
in government stores and the remainder 
in either the kolkhoz market or through 
commission-trade. Almost all prepared 
and processed foods are sold only in the 
government stores, while fresh or raw 


foods are also sold on the kolkhoz market 
and through commission-trade. The com- 
mission-trade stores sell relatively more 
meat, milk, and butter—foods requiring 
some additional preparation other than 
harvesting; and the kolkoz macket sells 
relatively more vegetables and eggs. 


THE TRADITIONAL 
PURCHASING PROCEDURE 

Having selected the outlet which is 
most accessible or which promises to have 
the best assortment of goods, the con- 
sumer chooses a convenient day and goes 
shopping. To accommodate the urban 
worker, Sovict stores are open Sundays 
and also most secular holidays when the 
factory workers are {ree and able to shop. 
Most retail stores are then closed Mondays 
and the day after any holiday. 

Upon entering the store, the urban cus- 
tomer typically finds a line of people be- 
fore him. In due time it is his turn. Often 
with a cold, unsolicitous tone, the sales- 
clerk inquires of his needs. If the customer 
finds something that suits him, all he can 
do at this stage is to ask the price and 
permission to examine the goods. He then 
leaves the salesclerk (without the mer- 
chandise) and enters a new line in front 
of the kassa or cashier. Here he pays the 
cashier the ruble amount of the price just 
quoted to him by the salesclerk, and in 
return receives a receipt (chek). With his 
receipt in hand, the shopper moves to a 
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third line. After turning in his receipt to 
the kontroler, he finally receives his 
package. Unless the typically crowded 
Russian store is empty, this means he has 
had to queue up three times before being 
able to walk out with his purchase. The 
Russians call this the “kassa system.” 


SOME MARKETING INNOVATIONS 

Clearly the kassa system has been costly 
in terms of both time and money. To 
expedite the purchasing routine, a num- 
ber of so-called “progressive methods of 
trade” have been introduced. The first to 
be considered is bez prodavtsa, literally 
service without the aid of salesclerks. The 
temptation is to describe this as self serv- 
ice, but it is not the same. The Russian 
version of sales without a salesclerk means 
that the customer enters the store but does 
not need to stand in line to ask the sales- 
clerk what is available and the price. In- 
stead, the goods and their prices are dis- 
played on the wall or in glass cases. The 
customer can therefore walk in, choose 
an item, and find its cost without having 
to wait in line. He must still stand in two 
queues, however, to pay the cashier and 
pick up his goods. The goods he examines 
are locked in the cases or securely an- 
chored. There have been one or two 
experiments in which the salesclerks have 
been allowed to receive cash and per- 
sonally hand over the goods, but this has 
not been widespread and usually is per- 
mitted for items of very small cost only. 

Self service (samo obsluzhivaniia) as it 
is known in the West is a relatively new 
phenomenon in the Soviet Union. It was 
first introduced in late 1954 by a Lenin- 
grad food store. Although it has been most 
widely adopted in the selling of food, it is 
also being used in nonfood type outlets. 

As with all daily operations, self service 
in the Soviet Union varies from store to 
store. As of January, 1959, there were 
approximately 1,500 self-service stores in 
operation. 

On entering a store, the customer must 
first check all her parcels. The American 
system of the manager’s reserving the 
right to check all packages is inadequate. 
While this inconvenience seems bother- 
some enough, at one time there were even 
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more obstacles confronting the Soviet con- 
sumer. Initially, only a few customers 
were allowed in the store at a time. This 
was mainly to prevent shoplifting. Con- 
sequently, as late as July, 1957, there were 
complaints published about the long lines 
outside the stores, and the fact that often 
there were as many store personnel inside 
as customers. 

Having passed all the entrance require- 
ments, the customer finally is able to 
select her groceries and place them either 
in a little handbasket often provided by 
the store or in a little handbag carried 
by most Soviet housewives. A few stores 
have the customary western carts, but this 
seems a little too costly, especially in retail 
trade where capital is short. Because of 
their showpiece nature, commodity selec- 
tion in the supermarkets is fairly wide, 
and the newer stores may even have open 
refrigerated cabinets. Most of the stores, 
however, still have a poor assortment of 
products. 

With her selection completed, the 
shopper moves to the check-out counter. 
The kassa system has even had an imprint 
here. Originally one first had to go to a 
kontroler, who computed the total of the 
purchases. Then, following the same old 
scheme, the customer had to go to the 
cashier to pay and receive a receipt; and 
only then could she return to the kon- 
troler and walk out with the goods and 
the parcels previously checked. 

However, it was discovered that one 
person, the kontroler-cashier, could si- 
multaneously determine the total and 
collect the money. The calculation of the 
total cost of the purchases is made on an 
abacus and the result entered on a cash 
register. As yet the Russians do not have 
cash registers which also add. Although 
some stores still retain an additional kon- 
troler at the exit to insure that packages 
and checked parcels belong to the proper 
person, the over-all operation of self serv- 
ice—especially its more recent improve- 
ments—is more satisfactory and efficient 
than the older method. 

In addition to the improved sales pro- 
cedures, several other innovations have 
been introduced. A state mail-order serv- 
ice, Posyltorg, was formed a few years ago 
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and now has an annual sales volume of 
almost 700 million rubles. A Soviet citizen 
can now order any one of 5,000 articles 
from a gg-page illustrated catalogue. 
Vending machines for soft drinks, milk, 
beer, sandwiches, and hard goods have 
now become commonplace throughout 
the Soviet Union. A machine has been de- 
veloped which sprays essence of Soviet 
cologne over the consumer’s hair for 15 
kopecks. Operational problems are many, 
however; and, aside from complaints 
about the unprofitable location of various 
machines, the service is poor and the 
machines are often inadequately supplied. 
lt is not an uncommon sight to see a row 
of soda-pop vending machines adjacent to 
a woman vendor selling the same thing 
from her portable stand. In some in- 
stances, the vendor is not just adjacent to 
the vending machines, but in front of 
them. 

Two other more radical (one would 
think a good Marxist would say reaction- 
ary) developments are the formation of a 
State advertising agency, Torgreklama, 
and the introduction of installment credit. 
Organizations are aided in preparing their 
advertising copy, making their window 
displays and preparing attractive packag- 
ing with the purpose of making their com- 
modities or stores more attractive or differ- 
entiated. Television commercials are also 
prepared. 

Installment sales are as yet on a lim- 
ited basis. This is partially because 
the Marxist theoreticians have suddenly 
been given the task of justifying a practice 
they condemned as late as 1959, and par- 
tially because most consumer goods are 
still in short supply. Installment sales 
would only worsen the situation. Conse- 
quently, consumer credit and other forms 
of sales promotion are used only in cer- 


tain areas and on certain overproduced ' 
items such as television sets, cameras, and 
watches. Regardless of the scale of these 
activities, the fact that such phenomena 
have been officially introduced into a 
Communist state seems significant. 


CONCLUSION 


On the whole, it appears that trade in 
the Soviet Union is cumbersome and 
service is poor. Largely due to the inatten- 
tion devoted to marketing in the past, 
Russian consumers must suffer numerous 
inconveniences in making even the sim- 
plest purchase. Although by Western 
standards service and efficiency are poor, 
Soviet attitudes toward retail trade have 
improved. 

Now not only is the volume of trade 
growing, but there has also been an in- 
crease in the number and variety of retail 
outlets. Many new improvements and in- 
novations are being introduced. From 
self service to advertising to commission 
trade, the nature of retail trade in the 
Soviet Union is changing. 
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~ Anew approach to | 
today’s distribution 


It may increase your profits— 
without costing you a penny 


HYSICAL DISTRIBUTION is a frequently 

overlooked area in which substantial 
savings can be realized. This is especially 
true in today’s tight-money market. 

It is the aim of American Airlines’ Dis- 
tribution Consultant Service to show your 
company how such profits can be increased 
through the use of airfreight deliveries. 


Comprehensive Product Analysis 


It is accepted as an established fact that no 
two firms within a given industry will profit 
equally from the services of airfreight. Fur- 
ther, since distribution by air is a new con- 
cept, it often requires an extensive evalua- 
tion to recognize its potential benefits. 

The successful application of airfreight to 
an individual company can only be analyzed 
by a comprehensive product evaluation tak- 
ing in every phase of marketing and dis- 
tributing. American Airlines’ Distribution 
Consultant Service offers such an evalua- 
tion at no charge to the company. 

A complete distribution analysis of a com- 
pany explores potential means of increasing 
profits from two specific aspects. 


First, the use of airfreight as a marketing 
tool is examined, to determine whether the 
speed and scope which it offers will open 
new markets with a consequent sales in- 
crease. Very often, it does. 

Second comes the more complex analysis 
of the entire distribution structure of the 
company. Here, inventory and warehous- 
ing are equated against involved capital 
which can be released for more productive 
purposes without affecting customerservice. 


Totai Cost Evaluation 


Figured in this evaluation are such factors 
as federal and state taxes on static inven- 
tory, handling costs and obsolescence costs. 
In the event that airfreight proves feasible, 
the savings realized through the elimination 
of large inventories play a vital role in in- 
creasing the profits of your company. 

To find out how American Airlines Dis- 
tribution Consultant Service can benefit 
you, address your inquiry to Vice-President 
Cargo Sales, American Airlines, 100 Park 
Ave., N. Y.17, N. Y. Remember, this entails 
no cost to you or your company. 


AMERICAN AIRLINES =A/Rfreiqht 








Advertising, Mass Communication, 
and Tax Deduction 


e NUGENT WEDDING 


Recent regulations of the Internal Revenue Service regarding tax 
deductibility of expenditures for “institutional” advertising tend to 
restrict and discourage the use of advertising by business management 
as a method of mass communication. The author points out that the 
concept of “institutional” advertising which the Internal Revenue 
Service has followed for forty years is narrow and, for many purposes, 
outdated. Attempts to modify present regulations under the old con- 
cept are not satisfactory. 

According to the author, there is need for a recognition on the part 
of Treasury officials of the growing responsibilities of management and 
of the expanded function of advertising to carry messages, of a public- 
relations and public-interest nature, as a means of informing and influ- 





N February 24, 1959, the U.S. Su- 
preme Court rendered a decision 
which may have considerable impact on 
future management decisions to use ad- 
vertising as a method of mass communica- 
tion. In this decision the Court approved 
rulings of the Internal Revenue Service 
which denied dealers of alcoholic bever- 
ages in the states of Washington and Ar- 
kansas the right to deduct as a business 
expense the cost of advertising which was 
used to defeat “dry-law” proposals in 
those states. The Court based its decision 
upon the freedom-of-speech concept, and 
ruled that there was no interference with 
freedom of speech so long as anyone is 
free to use advertising for lobbying by 
paying full price for the advertisements, 
rather than by claiming a deduction as a 
business expense. 
Prior to this decision, income tax en- 
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encing public attitudes and opinions. 


forcement had been based on Treasury 
regulations, as the revenue code itself 
states only in a general way that business 
shall be allowed tax deductions for “rea-, 
sonable and necessary expense.” Product 
advertising is considered such an expense. 
“Normal” institutional or public relations 
advertising has also been ruled deductible. 
Prior to 1956 “normal” institutional (and 
public relations) advertising was given a 
relatively liberal interpretation. In 1956, 
however, a rule was adopted which reads: 
“Expenditures for lobbying purposes, or 
for the promotion or defeat of Icgislation 
for political purposes, or for the develop- 
ment or exploitation of propaganda in- 
cluding advcrtising (other than trade ad- 
vertising) relating to any of the foregoing 
purposes, are not deductible from gross 
income.” The Court decision sustained 
this rule. 


RESTRICTIVE POLICIES OF 
INTERNAL REVENUE 
As a lobbying device, advertising offers 
only to business management the opportu- 
nity to present ideas, viewpoints, and opin- 
ions regarding Icgislation to legislators 
and to the public. It is completely unreal- 


*Section 162, Par. C(1), Internal Revenue Code. 
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istic to consider such advertising efforts 
as “forcing’’ or even putting undue pres- 
sure on legislators or the public. Such a 
view overestimates the power of adver- 
tising to influence attitudes and opinions. 

Both legislators and the public should 
be informed of issues pro and con on leg- 
islative matters, and are presumed to be 
capable of weighing and evaluating infor- 
mation directed to them from all sources, 
including advertising. Neither is the rea- 
soning valid which discourages or limits 
advertising for this purpose because of the 
fear that some advertising may include 
false or misleading statements. Federal 
legislation offers safeguards against this 
threat. The Wheeler-Lea Act, enforced by 
the Federal Trade Commission, prohibits 
false and misleading advertising and usu- 
ally offers adequate protection against 
this danger. If this protection is not ade- 
quate, solutions to the problem should be 
sought directly by modifications in this 
law rather than obliquely through Inter- 
nal Revenue Service regulations. These 
regulations and the sustaining court deci- 
sion seem both illogical and unfair and 
contrary to the concepts and ideals of the 
{ree enterprise economic system. 


MASS COMMUNICATION 

THROUGH ADVERTISING 
It is only since World War II that busi- 
ness management has recognized and made 
use of advertising as a major method of 
transmitting information as a means of 
influencing men’s minds. Proponents of 
advertising for mass communication claim 
that through the use of paid space or 
time, management has a better opportu- 
nity of controlling and presenting a com- 
plete statement to the public of the com- 
pany message than may be possible with 
other methods.? Publicity is not always as 
dependable a method, since an important 
clement of control is denied management. 
The decision to publish a news release 
rests with editors rather than with com- 
pany management. If material is submit- 


*Nugent Wedding, Business Public Relations. 
Bulletin #71 of the Bureau of Economic and Busi- 
ness Research, College of Commerce and Business 
Administration, University of Illinois, Urbana, 
Illinois. 
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ted to publicity media, there is no assur- 
ance that it will be used. If it is pub- 
lished or broadcast, it may be rewritten, 
and some parts may be deleted or used 
out of context. Advertising offers more 
complete control over message content. 


Advantages of Advertising 


Repetition is an important element of 
control in the problem of influencing pub- 
lic attitudes and opinions. Only rarely 
may the entire audience of any medium 
be reached by one news or publicity re- 
lease. Even for the segment of the audi- 
ence which is reached, some repetition is 
desirable if an adequate impression is to 
be made upon the public mind. Such rep- 
etition is usually not possible as publicity 
after the news value of the message has 
been exhausted. Advertising can give this 
needed repetition. 

Timing is another element in control of 
communication. In case of emergencies, 
such as strikes or accidents, where speed 
of communication as well as complete ex- 
planations are needed, advertising may 
offer the most satisfactory solution to the 
problem. 

Selectivity and flexibility are other fac- 
tors of importance in the control of com- 
munication. Management may need the 
ability to direct a message to a geographic 
area or particular segment of the public. 
Selectivity and flexibility of use are en- 
hanced by advertising. 


Possible Disadvantages 


In appraising the possible place of ad- 
vertising in a public-relations and mass- 
communication program, management 
seems to be concerned with two possible 
disadvantages of advertising. One factor 
has to do with credibility. Confidence and 
believability are factors essential in effec- 
tive communication. People tend not to 
be influenced, attitudes and opinions nei- 
ther formed nor swayed, unless sufficient 
rappoft has been developed so that the 
audience believes the information received 
is accurate and is to be relied upon. Some 
people believe that the task of convincing 
the public of the truth and accuracy of 
their statements is made easier with the 
use of publicity than through paid adver- 
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tising. They believe that more credibility 
and acceptance on the part of the public 
will result if, instead of using advertising 
alone, the material is presented in news 
stories which are supported by the repu- 
tation and editorial integrity of the me- 
dia used. 

The relatively high cost of advertising 
is a second factor which tends to limit its 
use as a public-relations and communica- 
tion facility. On this point advertising is 
often contrasted unfavorably with so-called 
“free” publicity. Cost factors may act to 
nullify some of the advantages suggested 
above. 

If the use of advertising is influenced to 
a great extent by cost, the cost also is in- 
fluenced by whether or not such advertis- 
ing is considered as a deductible expense 
under federal income tax regulations, as 
is product advertising. While no freedom 
of speech may be involved by disallowing 
the deduction of such advertising cost, 
this increase in cost may bring about a 
marked change in the use of advertising 
for all non-product purposes. In some in- 
stances, depending upon tax structures 
and income brackets, the increase in cost 
may be quite substantial—almost double 
in many cases. 


Iogical Regulations 

The Internal Revenue Service regula- 
tions seem both unfair and illogical. This 
seems especially true when advertising ex- 
penditures are ruled as non-deductible— 
and thus presumably not “reasonable and 
necessary” expenditures—when such ex- 
penditures are made in a situation where 
the very survival of a company or an in- 
dustry is at stake. The advertising efforts 
of liquor dealers in Arkansas and Wash- 
ington referred to above illustrate this 
point. 

As a further example of the inconsist- 
encics encountered in Internal Revenue 
Service regulations, lawyers’ fees and costs 
for a defendant being tried under a 
statute already in effect are tax deductible. 
If expenditures to avoid prosecution un- 
der a statute are tax deductible, why 
should not expenses to prevent passage of 
legislation also be deductible? 


Problems of Terminology 


There are also problems of terminology 
which arise to trouble management. The 
Court decision disallowing deduction of 
advertising expense for the “exploitation 
of propaganda” did little to clarify the 
rather vague terminology typical both of 
revenue department rules and the word- 
ing of the revenue code. Since the Court 
decision, Treasury officials have said that 
they have no intention of changing any 
existing attitude toward “normal” insti- 
tutional or public-relations advertising. 
In attempting to set up appropriations 
and predict possible tax deductions, man- 
agement has the difficult task of steering 
a course between some concept of so-called 
“normal” institutional advertising and ad- 
vertising which “exploits propaganda.” 

Propaganda is defined in Webster's dic- 
tionary as “any organized or concerted 
group, effort, or movement to spread par- 
ticular doctrines, information, etc.” A 
strict interpretation of this definition in 
arriving at “normal” institutional adver- 
tising could lead to disallowing the deduc- 
tion of many, if not almost all, of the pres- 
ent public-relations, mass-communication 
advertising programs. Practically all pub- 
lic-issue or institutional advertising states 
a case for or against something which may 
be considered a form of propaganda. This 
Treasury ruling supported by the Su- 
preme Court decision, then, seems to 
prejudice almost all advertising except 
straight product promotion. 


NEW VIEW OF ADVERTISING NEEDED 

The whole task of attempting to de- 
fine and redefine the areas of advertising 
activity which may qualify for tax deduc- 
tion is a constant source of trouble both 
for Treasury officials and for manage- 
ment. These problems could be simplified 
and the regulations streamlined if Treas- 
ury officials were to recognize the expanded 
role of advertising as a method of mass 
communication with purposes and objec- 
tives far beyond the present concept of 
“institutional” advertising. 

In a strict sense, the term “institutional” 
advertising refers only to attempts to build 
good will toward a particular business 
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firm or “institution.” The term itself is 
outdated, if much of the present non- 
product advertising has purposes and ob- 
jectives far beyond the immediate inter- 
ests and problems of an_ individual 
company. To the Internal Revenue Serv- 
ice, it seems, all advertising not designed 
to sell a product or a brand is automati- 
cally classed as “institutional” and is as- 
sumed to be good-will advertising or 
lobbying. 

This view does not recognize the ad- 
vantages which advertising offers as a 
public-relations or public-information de- 
vice or the objectives for which manage- 
ment is now using advertising. In many 
business firms in which advertising is part 
of the company public-relations efforts, 
the basic objectives of such a program 
may have ramifications far beyond the 
immediate interests or problems of this 
one company. The objective may, for ex- 
ample, be to explain and interpret to the 
public the benefits of free enterprise. The 
General Electric Company once devoted 
most of the commercial time of a scason- 
long Bing Crosby network radio program 
to this theme. 


Question About Industry Campaigns 

Many of the communication problems 
in which advertising is currently playing 
an important part are industry-wide in 
scope, so that efforts to solve these prob- 
lems are often undertaken on a group ba- 
sis. These advertising campaigns can be 
considered “institutional” only in a lim- 
ited sense. The American Meat Institute, 
the Association of American Railroads, and 
the Independent Electric Light and Power 
Companies are examples of industry-wide 
efforts to solve mutual problems through 
public-information and education pro- 
grams in which advertising plays a prom- 
inent part. 

The Advertising Council is a unique 
organization devoted to group communi- 
cation through advertising. The objective 
of this volunteer, non-profit organization 
is to use the power of advertising to in- 
form and persuade people to act “in the 
public interest.” Of the Council cam- 
paigns for 1958 listed below, no one of 
them can be described as “institutional”: 
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Aid to Higher Education 
Better Schools 

Crusade for Freedom 
Stamp Out Paralytic Polio 
United Community Campaigns 
NATO-—Tenth Anniversary 
Buy U. S. Savings Bonds 
Red Cross Fund Drive 
Religion in American Life 
Religious Overseas Aid 
Forest Fire Prevention 
Mental Health 

Stop Accidents 


The 16th Annual Report of the Adver- 
tising Council indicated that American 
business spent $165,000,000 on advertis- 
ing space and time for Council projects 
during the sixteen months of 1957-58 
covered by the report. While individual 
business firms underwrite the costs of these 
advertising campaigns, the themes obvi- 
ously are not closely related to the inter- 
ests and problems of each of these com- 
panies; and, by a strict interpretation of 
the term, some of them could be consid- 
ered propaganda. The funds contributed 
to finance this advertising, however, have 
been considered by the Internal Revenue 
Service as “reasonable and necessary in- 
stitutional advertising,” and as such have 
been tax deductible. 


NEEDED REVISION OF TAX DEFINITIONS 


In their continuing effort to modify 
rules based upon the “institutional” ad- 
vertising approach, the Internal Revenue 
Service released new proposed tax regula- 
tions on September 18, 1959. The pro- 
posed rule, a revised version of Sec. 1.162- 
15, Par. (c) (1) says: 


“Expenditures for lobbying purposes, for 
the promotion or defeat of legislation, for po- 
litical campaign purposes (including the sup- 
port of or opposition to any candidate for 
public office) or for carrying on propaganda 
(including advertising) related to any of the 
foregoing purposes are not deductible from 
gross income. For example, the cost of adver- 
tising to promote or defeat legislation, to in- 
fluence the public with respect to the desira- 
bility or undesirability of proposed legislation 
is not deductible as a business expense, even 


* Federal Register, Saturday, September 19, 1959, 
p- 7584. 
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though the legislation may directly affect the 
taxpayer's business 

“On the other hand, expenditures for in- 
stitutional or ‘good-will’ advertising which 
keep the taxpayer’s name before the public 
are generally deductible as ordinary and nec- 
essary business expenses provided the expend- 
itures are related to the patronage the tax- 
payer might reasonably expect in the future. 
(Italics are the author's.) 

“For example, a deduction will ordinarily 
be allowed for cost of advertising which keeps 
the taxpayer’s name before the public in con- 
nection with encouraging contributions to 
such organizations as the Red Cross, purchase 
of U. S. savings bonds, or participation in sim- 
ilar causes. 

“In like fashion, expenditure for advertis- 
ing which presents views on economic, finan- 
cial, social or other subjects of general nature, 
but which do not involve any of the activities 
specified in the first sentence of this sub-para- 
graph (dealing with lobbying) are deductible 
if they otherwise meet the requirements of 
regulations under Sec. 162. 

“Expenditures for the promotion or the 
defeat of legislation include, but shall not be 
limited to, expenditures for the purpose of 
attempting to: 


I. Influence the members of a legislative 
body directly or indirectly by urging or 
encouraging the public to contact such 
members for the purpose of proposing, 
supporting, or opposing legislation or 

. Influence the public to approve or re- 
ject a measure in a referendum, initia- 
tive note on a constitutional amend- 
ment, or similar procedure.” 


Outdated Concept 


A shift away from the narrow and out- 
dated concept of “institutional” advertising 
and an acceptance or recognition by the 
Treasury of the function of advertising as a 
method of mass communication would do 
much to simplify the task of policing ad- 
vertising efforts. It would also create a 
more favorable atmosphere for business 
management. The new, and presumably 
liberalized, regulations still leave many 
problem areas and unanswered questions. 
Most of these seem to stem from the fact 
that all advertising which does not pro- 
mote a product directly can be justified, 
and can qualify for tax deduction, only if 
it can be shown that such advertising con- 


tributes to product sales. (See Paragraph 2 
of Internal Revenue Service Regulations 
above.) 

Many public-relations or public-service 
advertising efforts are not aimed at lobby- 
ing and seem to be far removed from in- 
fluencing product sales. While projects of 
the Advertising Council listed above do 
not seem to fit well into either of these 
categories, the management of a business 
firm is discouraged on a tax basis from 
offering financial support to any of these 
projects because of any interest in the 
merits of the project itself. Tax deduc- 
tions are allowed for support of such 
worth-while projects as Better Schools, 
Red Cross drives, etc., as “. . . ordinary 
and necessary business expenses provided 
the expenditures are related to the patron- 
age the taxpayer might reasonably expect 
in the future.” (See Sec. 162 above.) 

In the case of a company such as Proc- 
ter & Gamble, with a policy of putting 
principal promotional emphasis on brands 
rather than on company name, many 
housewives may not make a close con- 
nection between brand names and com- 
pany name. Financial support of a Better 
Schools campaign in national advertising 
might, therefore, have a small, almost 
negligible, effect on consumer purchases 
of Procter & Gamble brands. If the In- 
ternal Revenue Service considers the fi- 
nancial support of this or similar compa- 
nies as tax deductible, such rulings would 
seem to be inconsistent with present reg- 
ulations. Rulings based on inconsistencies 
can lead only to further confusion and 
turmoil and the need for further “clari- 
fying”’ regulations. 


The Boeing Example 


Another example of the type of prob- 
lem generated by attempting to operate 
under this outdated “institutional” adver- 
tising concept is the experience of Boeing 
Airplane Company in the use of advertis- 
ing to influence Congress and the public 
in the Bomarc-Nike missile controversy.‘ 
In May, 1959, during the height of the 
controversy over the merits of these two 
air defense missiles, Boeing Management 


* Chicago Tribune, August 7, 1959, part 1, p. §. 
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used a full-page newspaper advertisement 
to present the merits of the Bomarc mis- 
sile. The advertisement was given security 
clearance by the Defense Department. 
Harold Mansfield, Director of Public Re- 
lations for Boeing, said that the advertise- 
ment was part of a planned program to 
offset a concerted campaign of misinfor- 
mation about Bomarc. He also said it 
was designed to encourage fair considera- 
tion for the Bomarc rocket which is man- 
ufactured by Boeing. 

Rep. Leon H. Gavin (R. Pa.), of the 
House armed services subcommittee, said 
that he believed it was published “to in- 
fluence the people and members of Con- 
gress” on the missile controversy.® Well- 
wood E. Beall, Senior Vice-President of 
Boeing, told the subcommittee that many 
of the most important defense decisions 
are made by Congress rather than by the 
military, and this advertisement was pub- 
lished to make sure that the public and 
Congress had the proper information.® 
This is clearly not “institutional” adver- 
tising, nor is it lobbying in the usual sense 
of the word since no legislation is in- 
volved. It is not an expenditure “—to pro- 
mote or defeat legislation to influence the 
public with respect to the desirability or 
undesirability of proposed legislation.’’? 
Careful study of Treasury regulations in- 
dicates that there may be some question 
of the tax deductibility of these expendi- 
tures, and that this use of advertising will 
necessitate further clarifying regulations. 


*Same reference as footnote 4. 

*As yet there has been no ruling by the In- 
ternal Revenue Service as to whether the cost of 
this advertisement will be tax deductible. 

‘Internal Revenue Regulations. Sec. 1.162-15. 
Par. (C) (1). 
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CONCLUSIONS 


Rulings of the Internal Revenue Serv- 
ice seem to hinder rather than to facili- 
tate the dissemination of information from 
business management to the public by dis- 
couraging the use of advertising. The con- 
cept of “institutional” advertising which 
the Internal Revenue Service has followed 
for forty years is extremely narrow and, 
for many purposes, outdated. Attempts to 
modify present regulations under the old 
concept are not satisfactory. There is 
need for Treasury officials to recognize 
that advertising is a valid method of mass 
communication. 

Our democracy is based upon the con- 
cept of an enlightened and informed pub- 
lic. The public, therefore, deserves the 
opportunity to hear both sides of contro- 
versial questions. Advertising may, in 
some cases, be the most efficient method of 
presenting such material. If a company 
uses advertising unwisely or excessively, 
the public will react unfavorably to this 
company. 

Management is, in general, competent 
and sufficiently enlightened to avoid ex- 
cessive expenditures for any kind of ad- 
vertising, either product or non-product. 
Such expenditures, whether tax-deducti- 
ble or non-deductible, are reductions from 
company net profit unless income tax 
rates reach 100 per cent. The basic ques- 
tion involved is whether free enterprise, 
so long as public interest is not violated, 
shall be free to seek profit on any legiti- 
mate and ethical basis. If so, there can be 
no toleration of the federal government 
dictating how money shall be spent and 
what decisions shall be made to accom- 
plish this end. Control should be by stock- 
holders and for the profit motive. 
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of these products. 


T is less than the span of two lifetimes 
I since Michael Faraday demonstrated 
the principle of the electric motor. The 
evolution of Faraday’s crude device into 
the 450,000 KW turbine generators being 
designed today typifies the growth of the 
electrical industry. In the United States 
alone the annual production of electrical 
goods and equipment of all types is in ex- 
cess of $20 billion. 

The greatest growth has occurred dur- 
ing the last twenty years. Generating 
capacity in the United States is now four 
times as great as it was in the mid-thirties, 
and kilowatt-hour consumption is six 
times larger. 

This article deals with the industrial 
segment of the industry: specifically, in- 
dustrial electrical apparatus (motors and 
generators, transformers, and distribution 
and control apparatus) and electrical con- 
struction materials (wire and cable, wiring 
devices and supplies, and lighting fix- 
tures). This industrial segment of the in- 
dustry represents somewhat less than half 
of the total output of electrical products. 
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The industrial segment of the electrical industry has carved out some 
time-tested methods of distribution. 

But the flood of new products and the intensified price competition 
in many lines is threatening established marketing channels. The author 
discusses the challenge to the middlemen engaged in the distribution 


THE MARKET 


Except for the “do-it-yourself” market, 
industrial electrical apparatus is not sold 
to the ultimate consumer. Instead, the 
major users are electrical contractors; in- 
dustrial, commercial, and governmental 
organizations; and electric utilities. Con- 
tractors purchase a wide variety of electri- 
cal products for use in new construction 
and remodeling projects. Utilities pur- 
chase the generating and distribution 
equipment needed to conduct their busi- 
ness. Business and governmental establish- 
ments which have their own electrical 
maintenance departments require a highly 
diversified list of products which parallels 
that used by contractors. Original equip- 
ment manufacturers (OEMs) purchase 
electrical components for assembly in 
their products. 

The competitive struggle for markets is 
conducted primarily in terms of product 
design and performance, price, and tech- 
nical services. Sales promotion, product 
availability, and delivery may be signifi- 
cant under certain conditions and for 
some products. In the sale of electrical 
apparatus, the reputation of the manu- 
facturer as a producer of high quality, de- 
pendable products is a factor of overriding 
importance. Price becomes important when 
competing products are comparable in all 
e--ential respects. 


CUSTOMER BUYING METHODS 
Industrial Apparatus 


Because of the great need for depend- 
able and consistent performance, electrical 
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apparatus is purchased by users after all 
operating factors have been considered. 
Utilities, particularly, tend to be conserva- 
tive in their buying practices. New sup- 
pliers find acceptance difficult unless they 
have a product which a particular utility 
needs to broaden its list of acceptable 
items, Reliance on one or two suppliers 
for a given type of product, however, in- 
curs another risk which the utility at- 
tempts to avoid. The goal, therefore, is a 
limited number of reputable suppliers for 
each item. As one utility purchasing agent 
says, “We are hard to sell at first, but once 
a supplier has proven himself he generally 
gets repeat orders.” 

Industrials, concerned with the possi- 
bility of shutdowns or disruption of their 
activity, likewise purchase carefully. Their 
maintenance and engineering depart- 
ments are likely to use the products of 
manufacturers which have been satisfac- 
tory in the past. Also, the job of the 
maintenance department is simplified if 
the number of brands of equipment in use 
is restricted. 


Construction Materials 


The great bulk of electrical equipment 
and supplies used in building projects, 
particularly in non-residential construc- 
tion, is bought in accordance with specifi- 
cations written by the architects and en- 
gineers responsible for these projects. 
Consequently, the electrical contractor 
working on a bid project is restricted in 
the products he may buy, even though 
specifications provide for some flexibility. 

Since architects and engineers exercise 
such a great influence on the products 
used, manufacturers must devote consid- 
erable promotional effort to them both in 
personal selling and in advertising. Tech- 
nical materials and handbooks also must 
be prepared and kept up to date. Specifi- 
cations are usually written around the de- 
scriptions of products which the engineer 
knows and trusts. Although the engineer 
is not likely to be influenced greatly by 
strong promotional pressure, he is influ- 
enced by good performance data. 

Building owners seldom attempt to 
specify the electrical equipment to be 
used in new construction. Some choice 
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may be exercised by owners, however, 
when decorative features are involved, 
such as lighting fixtures. Owners fre- 
quently are invited by contractors to visit 
the showrooms of specified distributors to 
select fixtures. . 


Original Equipment 


Original-equipment manufacturers pur- 
chase components to be used in a finished 
product. Fractional horsepower motors, 
integral motors, motor controls, trans- 
formers and ballasts, wire and cable, and 
wiring devices are typical electrical prod- 
ucts sold to OEM accounts. 

Some manufacturers sell a very large 
share of their output to OEMs. This prac- 
tice is particularly true of fractional-horse- 
power motors. Appliance manufacturers 
are major buyers of fractional-horsepower 
motors. Interested suppliers submit sam- 
ples designed in accordance with the 
buyer’s needs. After a satisfactory sample 
has been developed, price—in terms of a 
given quantity of motors—is negotiated, 
and a blanket order is placed. The buyer’s 
production department then forwards pe- 
riodic releases to the motor manufacturer 
which are firm commitments in terms of 
specified quantities and delivery dates. 

In some cases, motor manufacturers 
may have long-standing OEM arrange- 
ments, especially for larger motors; and 
at times one manufacturer may supply all 
of the motors used by an OEM account. 
Where supplier and purchaser have worked 
together for a long period, the working 
relations are close, and the supplier be- 
comes almost a department of the OEM. 
In fact, the supplier’s engineers may ac- 
tually write the specifications which the 
buyer will use in placing his order. 


MARKETING STRUCTURE 


Sales of major apparatus, such as large- 
utility installations, are generally made 
direct. These are negotiated transactions 
and frequently involve custom-made equip- 
ment and a considerable amount of tech- 
nical work prior to the sale. The manu- 
facturer also may assume the responsibility 
for the installation and “breaking in” 
of the equipment. OEM sales typically are 
made direct by the manufacturer, although 
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some sales are handled by manufacturers’ 
agents. However, a limited amount of this 
business may go through distributors. 

The smaller, standard types of appara- 
tus and equipment, wiring devices and 
supplies, and lighting fixtures typically 
are sold through electrical distributors. 
The term “distributor” is used in the 
trade rather than “wholesaler.” Distribu- 
tors sell primarily to electrical contrac- 
tors, industrial accounts—where the com- 
pany is handling its own installation and 
maintenance—and utilities. 


The Electrical Distributor 


Electrical distributors are typically in- 
dependent establishments which vary 
greatly in size, in lines carried, and to 
some extent in functions performed. A 
major factor in the market, however, is 
the presence of three strong chain organ- 
izations: General Electric Supply Co., 
Westinghouse Electric Supply Co., and 
Graybar Electric Co. The first two are di- 
visions of the manufacturing companies. 
Graybar is an employee-owned chain dis- 
tributor which originally was part of the 
Western Electric Co. and still has a sub- 
stantial volume of communication-equip- 
ment sales. 

General-line distributors frequently spe- 
cialize by type of market. Some of the 
smaller distributors, for example, obtain 
virtually all of their business from resi- 
dential contractors who buy in relatively 
small quantities. Other distributors do 
not cultivate this business and sell pri- 
marily to the larger industrial and com- 
mercial contractors. 

Distributors located in the larger cities 
may choose to cultivate industrial ac- 
counts. This decision not only frequently 
involves the giving of engincering service, 
but may also result in sales beyond their 
normal trading areas. One mid-western 
wholesaler, for example, carries a large 
stock of explosion-proof fittings. These are 
sold to industrial buyers and other dis- 
tributors over a large part of the country, 
and some export sales are also made. 

The decision of the distributor to spe- 
cialize on industrial accounts may be 
based on several factors. One is the desire 
to be relieved of the intense price compe- 


titior. which is characteristic of much of 
the construction business. Manufacturers 
frequently give price protection on spe- 
cialty industrial lines. Also, credit risks 
may be lower when sales are made to in- 
dustrial customers, particularly when 
compared with the risks of selling to small 
contractors. 

Some distributors also operate an elec- 
trical contracting business. Consequently, 
they do not make many sales to compet- 
ing electrical contractors, and are forced 
to cultivate other buyers such as indus- 
trials, commercial establishments, hotels, 
and theaters. Furthermore, in areas where 
electrical contractors are strongly union- 
ized—and this includes most of the larger 
cities—non-unionized distributors may not 
be able to sell to unionized contractors. 
This situation also directs the distribu- 
tor’s attention to other types of customers. 

In some cities distributors may be 
highly specialized by line. In New York 
City, for example, some distributors sell 
almost exclusively to the marine market. 
Sales are made to shipping companies, 
shipyards, marine contractors, the federal 
government, and other electrical distribu- 
tors in port cities. There is a definite need 
for specialized institutions of this type 
which are able to carry a complete stock 
of electrical marine supplies. Ship repairs 
frequently must be made quickly during 
the few days in which a ship is in port. 


The Parts Distributor 


A very limited number of distributors, 
probably not more than four or five in the 
country, do an exclusive parts business 
covering motors and controls. These firms 
carry parts by agreement with the manu- 
facturers of virtually all motor and motor- 
control lines and may carry a stock of 
20,000 to 25,000 parts plus other materials 
needed by motor repair shops. Sales are 
made to motor repair shops, industrials, 
and electrical distributors with emphasis 
on service and prompt delivery out of 
stock. 


The Wire Jobber 


Another highly specialized wholesaler 
found in large cities, especially New York 
and Chicago, is the wire jobber. This mid- 
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dleman stocks a wide variety of electrical 
wire and cable including many types 
which it is not profitable for the typical 
general-line electrical distributor to carry. 
Often orders are placed by emergency tele- 
phone calls, frequently from distant 
points. Customers are electrical distribu- 
tors, industrial distributors, electrical con- 
tractors, utilities, and various types of in- 
dustrial, institutional, and governmental 
buyers. 

In addition to stocking types of wire 
and cable which are in limited demand, 
wire jobbers purchase manufacturer's 
overstocks of wire when these can be ob- 
tained at a favorable price. Stock lists are 
sent to customers across the country, and 
this distribution of lists constitutes vir- 
tually the only promotional effort of these 
jobbers. 


Other Wholesalers 


Although the electrical distributor, both 
general-line and specialty-line, is by far 
the most important merchant wholesaler 
in this field, other types of wholesalers are 
also found. One of these is the industrial 
distributor. He handles products needed 
by industrial organizations such as mo- 
tors, motor controls, switches, and electric 
hoists. Typically, the electrical business is 
a small part of his total sales. 

Hardware wholesalers also sell electri- 
cal supplies to retail stores and industrial 
buyers, and some have electrical depart- 
ments which bid on construction business. 

Over a period of time, electrical service 
establishments have assumed wholesaling 
functions. As a case in point, establish- 
ments engaged primarily in the repair of 
motors also sell new motors. Frequently, 
these organizations started with a repair 
service and later began to sell new motors 
to replace those which were beyond re- 
pair. In addition to selling complete 
units, some repair shops in large cities 
have become parts wholesalers, often un- 
der a franchise from manufacturers. 


The Manufacturers’ Representative 


In addition to merchant wholesalers, 
there is one other major middleman en- 
gaged in the distribution of electrical 
products. This is the manufacturers’ agent 
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or, as he is generally known in the trade, 
the manufacturers’ representative. This 
middleman is used when the manufac- 
turer is not able to maintain an efficient 
sales force of his own. Agents represent a 
limited number of manufacturers whose 
products are related and are sold in the 
same markets. Typical lines of related 
products are: industrial and commercial 
fixtures; power-station equipment and 
pole-line hardware; wiring devices and 
wire and cable; instruments and controls; 
and industrial equipment such as motors, 
motor controls, and transformers. De- 
pending on the line, an agent will sell 
primarily to utilities; to industrial, com- 
mercial and institutional users; or to dis- 
tributors. He will make some sales, how- 
ever, to all three types of accounts as well 
as to governments. 

Although most representatives operate 
as true agents, some take title, at least in 
certain lines, particularly when they main- 
tain a warehouse. In addition to con- 
signed stocks carried for manufacturers, 
the agent may decide to carry some stock 
of his own. This decision, of course, takes 
him into the merchant wholesaling busi- 
ness. 


CHANGES IN DISTRIBUTION 


During the past ten years several major 
changes have occurred in the distribution 
channels for industrial electrical products 
and in the functions performed by mid- 
dlemen in these channels. The general- 
line, full-service distributor particularly 
has been under pressure. This pressure 
has been caused by the increasing severity 
of price competition, especially on bid 
business, and the need on the part of both 
manufacturers and distributors to reduce 
costs. In addition, manufacturers have not 
always been satisfied with the job dis- 
tributors have done and have begun to 
assume a greater responsibility for some 
functions formerly performed by the dis- 
tributor such as warehousing and sales 
promotion. 

An increasing number of manufacturers 
in some lines, particularly wire and cable, 
are establishing their own field stocks at 
strategic points. This insures that all 
items in the manufacturer's line will be 
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readily available to users. Although dis- 
tributors stock these lines, they may not 
find it profitable to carry complete lines. 

Manufacturers’ field stocks, whether 
carried by manufacturers themselves or by 
agents, are looked upon with disfavor by 
the larger electrical distributors who feel 
that the manufacturer may compete di- 
rectly with them in the market. They also 
foresee the growth of limited-function 
wholesalers who may be able to operate at 
a lower margin by depending heavily on 
manufacturers’ stocks. 

There is some basis for these expecta- 
tions. In the larger cities, wholesale estab- 
lishments have been set up which conduct 
a mail-order business on popular items. 
The lines sold may or may not be of sat- 
isfactory quality, but prices are low and, 
therefore, attractive to many contractors. 
These so-called “brokers” tend to rely 
heavily on manufacturers’ stocks. There is 
some question whether limited-function 
wholesalers of this type really perform a 
useful function, since they may disrupt 
established channels and impair the op- 
erations of distributors whose services 
over the long run are needed in this 
industry. 

The promotional activities of both man- 
ufacturers and agents are becoming more 
aggressive. This may take the form of giv- 
ing more aid in the training of distribu- 
tors’ salesmen and developing closer work- 
ing relationships with distributors in 
other ways. It has also meant closer con- 
tact between manufacturer and user or 
agent and user. 

The net effect of these developments 
has been that the established position of 
the electrical distributor is challenged by 
contractors who attempt to buy direct and 
by agents and manufacturers who “go 
around” the distributor, take orders from 
contractors, and then attempt to place the 
order with some distributor at the lowest 
possible price. In a few cases, manufac- 
turers have designated some large con- 
tractors as “agents” and have given them 
equivalent discounts. 


PROLIFERATION OF BRANDS 


At the heart of many of the current 
problems of the electrical industry is the 


abuidance of many types of industrial 
electrical products. This situation does 
not exist in all lines, but it is a major 
problem in lighting fixtures, wire, and 
electrical fittings. It is a less serious prob- 
lem in the more complex types of electri- 
cal apparatus: motors, generators, trans- 
formers, motor controls, and distribution 
equipment, where it is considerably more 
difficult for firms to become established. 

The manufacture of lighting fixtures, 
for example, frequently is an assembly op- 
eration. There are about 1,200 establish- 
ments which manufacture fixtures. More 
than half of the firms have less than ten 
employees, and no company has more 
than a small share of total sales. Conse- 
quently, there are a very large number of 
fixture lines seeking an outlet. 

At the same time that the number of 
lines has been increasing, distributors 
have been examining their own inventor- 
ies and have concluded—correctly in most 
cases—that the way to lower operating 
costs and higher profits lies in curtailing 
the number of competing lines carried. 
Therefore, distributors have been shed- 
ding lines and/or refusing to take on new 
lines, while manufacturers have been 
clamoring for distribution. 

For self-protection, manufacturers which 
have been neglected by established dis- 
tributors have gone to newer and prob- 
ably less stable distributors. Sometimes 
they have also asked agents to carry stocks 
and to secure orders directly from con- 
tractors. Agents which handle these lines 
bid on construction projects and then at- 
tempt to “peddle” the order to a whole- 
saler in order to shift the credit risk. The 
merchandise is never handled by the dis- 
tributor but is shipped direct to the build- 
ing site from the agent’s stocks. 


A LOOK AHEAD 

Further shifts in the marketing func- 
tions performed by manufacturers, dis- 
tributors, and agents in this industry may 
be expected. These shifts are likely to en- 
croach on the functions historically per- 
formed by distributors. It is probable that 
some construction business may,shiflt per- 
manently to shorter channels where serv- 
ice is less important to the user than price. 
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Also, new types of limited-function whole- 
salers will evolve to meet the needs of 
price-conscious buyers, as has been illus- 
trated by the comparatively new broker- 
age-type businesses. 

The full-service electrical distributor 
will continue to be under pressure as 
price-competition and rising operating 
costs force him to make necessary changes 
in policies and operations. To be success- 
ful, it is almost a certainty that the dis- 
tributor will need to be more selective 
than he has been in the past with respect 
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For example, as new wholesale establish- 
ments are located in outlying cities which 
were formerly a part of a metropolitan 
market, established wholesalers in the 
market center will find it necessary either 
to set up branches, as some have, or to cut 
back the area served. 

Specialization by type of customer will 
be the salvation of some, and a careful 
weeding of essentially duplicate lines will 
benefit many. There is a real question 
whether any distributor can serve effec- 
tively all segments of the complex elec- 


to markets served and products carried. trical market. 
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The Essential Ingredient . . . 


The philosopher-executive recognizes that great works emanate from 
dedicated sincerity. If the creator is actuated by the will to goodness, 
he will untiringly pursue the hidden vagueness of unfinished experi- 
ments until he penetrates to the very heart of the problem. He will 
ferret answers from the far reaches of his mind. Ideas dredged from 
the very bowels of his soul are bound to bear the stamp of originality, 
for no two investigators are prototypes to such depths. He will also be 
impelled to communicate the fullness of his findings in the clearest 
expression so that others may be infected with the same enthusiasm and 
share in their use. When the lust for discovery is enkindled by quick 
adulation and quick gold, there will be trolling only in shallow waters. 
The fishing lines of these researchers cross each other. Concepts emerge 
entangled and similar; readers are barraged with hollow claims of 
priorities and enlarged snapshots of minnows of invention. The more 
insincere the researcher, the more puerile the emerging science. . 

In his deep understanding of the interrelatedness of events and the 
nature of the minute seed that is destined for its matured expression, 
the philosopher-executive frequently implements the ultimate by in- 
jecting the early imperceptible germinal influence. He then lets nature 
with her many men of action develop the inevitable. One often won- 
ders, for example, what would have been the present international 
picture had the Pope agreed to send the hundred learned scholars 
versed in the “seven arts” requested by Kublai Khan through Marco 
Polo in 1266. 

—R. G. H. Siu 
The Tao of Science 
(Cambridge: The Technology Press, 
Massachusetts Institute of Technology, 
and New York, John Wiley & Sons, Inc., 


1957)» PP- 155-156. 








Test Marketing of New 
Consumer Products 





gr prone the most important purpose 
of test-marketing programs is to aid in 
evaluating opportunities for new products. 

Of course, the term “new” may have a 
number of different meanings. Some new 
products never have been offered to con- 
sumers, while others represent simply a 
change in form, content, or perhaps pack- 
aging. Sometimes the term “new” has been 
used when the only change has been one 
in marketing approach. Whatever the pre- 
cise meaning, in each case it has offered a 
challenge to the marketing team, includ- 
ing advertising, to do a more effective sell- 
ing job. 

Because of increased emphasis on new- 
product programs and the corollary em- 
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Why should new consumer products be tried out in test markets? 
This article points out things to do, and things to avoid. i 

The design, control, and evaluation of test-marketing programs are 
outlined in terms of proper selection of markets, adequacy of the de- 
sign for measuring results, and optimum length of tests. Number of 
markets, measurements needed at each stage of testing, and cost and 
timing considerations are discussed. 


phasis on test marketing, a set of general 
procedures and limitations is presented 
in this article. These can be of assistance 
in the design, control, and evaluation of 
test-marketing programs. 

Each test-marketing situation is unique. 
Each client, brand, product, and market 
situation will make somewhat different 
demands on a test-marketing program. 
Therefore, the intent is to cover only the 
more basic principles of test marketing, 
recognizing that these principles cannot 
always be strictly adhered to in actual op- 
erations. 


TEST MARKETING IN INTRODUCING 
A NEW PRODUCT 

In any organized new-product program, 
there is a screening process which begins 
with the elimination and selection of po- 
tential products or variations at the “idea” 
stage and continues through the various 
stages of development until finally the 
“new” product is considered ready for 
sale. More and more companies are reduc- 
ing the risks of faulty marketing decisions 
by first offering the product on a limited 
basis. 

It is axiomatic that product acceptabil- 
ity should be thoroughly tested through 
the laboratory and through consumer re- 
search before the product is offered 
for sale. Consumer research can indicate 
whether or not consumers “like” the new 
product, can pinpoint some of their likes 
and dislikes, and can provide comparisons 
of the new product with those already 
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being sold. However, the only way a man- 
ufacturer or distributor can really know 
whether consumers will buy the product is 
to offer it for sale. If done on a limited 
basis, the marketer stands to benefit from 
the test program, even if the introduction 
is not successful. 

A successful operation not only pro- 
vides a “go ahead” for broadening the in- 
troduction, but also sound information 
for planning and launching the expanded 
program. It is not enough to know whether 
consumers will buy the brand. It is also 
important to know how much the con- 
sumer will buy, how often, and what 
profit this volume will yield. 

If the test operation shows negative re- 
sults, the marketer conserves his capital 
and other resources with a minimum ad- 
verse effect on the company’s reputation, 
and gains information and experience 
that will prove valuable later. 

Test marketing, then, involves offering 
the product for sale in a limited geo- 
graphic area (or areas), resembling as 
nearly as possible the expanded market 
in which the product eventually may be 
sold. A program of test marketing must 
be carried out with a methodology and on 
a scale which will permit reasonably ac- 
curate projection of its results. 

Such tests should be conducted when 
the potential financial loss to the company 
through new-product failure, or through 
the failure of a market plan or approach, 
is significantly greater than the cost of the 
proposed test-marketing procedure. This 
assumes not only that the new product is 
potentially important to the manufacturer 
or distributor, but also that any variables 
to be tested are of such significance that 
measurable variations in results may be 
expected. 


WHAT CAN BE LEARNED 
THROUGH TEST MARKETING? 
Answers provided by test marketing ob- 
viously will vary as test objectives vary. 
However, market tests can be designed to 
provide the following different types of 
information: 


1. Rather than merely showing whether a 


product can be sold at a profit, test mar- 


keting can and should be used to indicate 
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maximum profitability. It is not enough to 
establish that a previously decided upon 
minimum share of the market can be 
attained with a specific level of selling, 
promotional, and advertising expendi- 
ture. Effective test marketing should help 
establish the optimum combination of 
volume, marketing expenditure, and 
profit. While sales goals and expenditure 
levels frequently are set on the basis of 
judgment, it is usually impossible to fore- 
cast accurately the share or volume po- 
tentials of a new product. 

. Test marketing provides an opportunity 
for determining the market profile of a 
new product. This includes characteristics 
of consumers, the way the product is 
used, frequency of use, and purchase 
history . . . including frequency of pur- 
chase, who buys, who makes buying de- 
cisions, etc. 

. Test-marketing performance offers an 
opportunity to evaluate the effectiveness 
of a marketing program (or of alternative 
marketing programs), particularly in the 
areas of securing trial and usage of the 
product and evaluating amounts ex- 
pended for. advertising and promotion. 

. While copy testing along the lines of 
believability, understanding, and copy- 
point registration normally is completed 
prior to test marketing, the test opera- 
tion provides an opportunity for further 
checking of these factors. 

. Test marketing can provide up-to-date 
trade information which contributes to 
the evaluation of the test-market opera- 
tion through the use of special audits and 
surveys. Information, both for the test 
product and for competitive products, 
can be gathered on trade attitudes, trade 
allowances and discouats, price-off deals, 
displays, spot-advertising expenditures, 
promotions, distribution and out of 
stock, inventory situations, shelf facings 
and positioning, and sales-force perform- 
ance and requirements. 

. Test marketing offers an opportunity to 
obtain from consumers a wide variety of 
information relevant to the test opera- 
tion, including facts, opinions, and atti- 
tudes concerning the test product and 
competitive products. 


HOW MUCH CAN BE TESTED? 


There is a practical limit to the num- 
ber of market programs, or variations, 
which can be tested at one time. This 
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limit is for the most part economic. From 
a research point of view, it is possible to 
test almost any number of variables or 
groups of variables, including such things 
as different price levels, sizes, media com- 
binations, advertising themes, and con- 
sumer and dealer promotions. 

However, principally because of cost 
considerations, an expanded program to 
cover many of these variables is not prac- 
ticable. A minimum number of test varia- 
tions will hold losses to a minimum if the 
product or marketing variations prove un- 
successful. 

On the other hand, should the product 
or marketing variations prove successful, 
additional information probably will be 
desired and required. This additional] in- 
formation usually can be determined more 
efficiently (faster and at less cost) during 
the conduct of the original test series. 


QUALIFICATIONS CONCERNING 
TEST MARKETING 


If test marketing is to be conducted, 
there are certain conditions which must 
be met before test results may be used 
with confidence: 

The objectives of the test must be spe- 
cific and well defined. The test must be 
well designed. It must be well supervised 
and analyzed. 

The following points also need to be 
considered for a program of test market- 
ing: 


1. Product or program variations must be 
large enough to provide for measurable 
differences in results within the budget 
and time requirements. 

- When seeking advertising and promo- 
tional expenditure levels, it is desirable 
to test at least two variations—a maxi- 
mum and a minimum. All too frequently, 
an expenditure level for testing is 
selected on a rather arbitrary estimate of 
what is affordable, based on anticipated 
sales and earnings. Typically, estimates 
of sales and earnings are conservative; for 
this reason many products never have an 
opportunity to show their true potential. 
Only through testing more than one ex- 
penditure level can a reasonable estimate 
of a product’s potential be determined. 

. All important variations to be tested 
should be tested, if practicable, at the 


same time (although different markets 
may be required). 

. If a new variation is to be tested, and 
the results compared with those of a 
previous test of another variation, it is 
desirable that both be tested concur- 
rently. This is to eliminate possible 
differences due to the time factor. 

. All factors other than those being tested 
should be held as constant as practicable, 
and allowed for in evaluating results. 

. Criteria for action should be established, 
at least in general terms, prior to testing. 
Often market findings during the test 
period will indicate a need for modifying 
previously established criteria. 


HOW LONG IS THE OPTIMUM 
TESTING PERIOD? 

One of the most serious and potentially 
expensive errors facing the test-marketing 
program is the temptation to utilize short 
cuts. And one of the more frequent and 
dangerous of these is the cutting short of 
the test run. 

Test marketing has been defined as a 
method of reducing future marketing 
risks, and thus represents a form of mar- 
keting insurance. This insurance, how- 
ever, is not without its costs. These costs, 
or premiums, take many forms, including 
the expenditure of money, time, and ef- 
fort in carrying out an introductory mar- 
keting program; the exposure of a new 
product and its marketing program for 
all competitors to see and analyze; and 
commitments to the trade. 

All of these are “premiums” paid for 
this form of marketing insurance. To re- 
duce seriously the length of the test run 
is to pay these premiums in full without 
realizing the full insurance protection. 

The actual length of the test-marketing 
program should vary, oi course, according 
to the type of product, consumer buying 
frequency, the nature of the industry and 
competition, and the activities being 
tested. However, there are some general 
rules: 


1. In introducing new products, particularly 
in the grocery-products fiekd, it is best 
generally if test periods run at least six 
months. This much time is usually 
necessary to evaluate brand progress 
properly. However, if dealing or coupon- 
ing continues through much of the intro 
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ductory period, then in all probability 
the test period should be extended to 
allow a “normal” sales level to come 
about. 

If there is to be an evaluation of adver- 
tising campaigns in connection with the 
market test, the concept of cumulative 
effect through repetition requires that 
the test be run considerably longer than 
the usual product-acceptance test. It may 
well be necessary to run the test as long 
as a year. 

. For promotional tests, the governing time 
factor should be the time required for 
consumers to return to normal buying 
patterns after their exposure io “deal” 
merchandise. 


Of course, there are substantial pres- 
sures exerted—both within and outside 
the company—as the test progresses, which 
agitate for a decision before a decision is 
justified. 


Intracompany Pressures 

The drive and competitive spirit which 
contribute to successful management and 
aggressive sales policies frequently are 
characterized by a restlessness and an 
eagerness to “get going.” This restlessness 
may not only be responsible for setting 
test machinery in motion before it has 
been adequately prepared, but may also 
be responsible for premature interpreta- 
tion of test data. 

Another pressure, perhaps one of the 
most difficult to combat, results primarily 
from an unwillingness to accept negative 
test findings. This lack of objectivity is 
understandable when it is remembered 
that by the time the product has been in 
the test-market stage for some time, man- 
agement probably has made a consider- 
able investment in ideas, talent, time, 
money, and facilities. 

Still another form of intracompany pres- 
sure comes from members of the sales 
force not participating in the test. For any 
number of reasons, including rumors of 
test-market successes, this group may ac- 
tively solicit, and in some cases demand, 
premature expansion of the marketing 
program. 

The carrying out of a reliable test op- 
eration rests in no small part on the suc- 
cessful resistance to such pressures. 
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Market Pressures 


There are numerous market pressures, 
including reputed advantages of market 
leadership and competitive challenge for 
market position. Sometimes there is op- 
portunity in the face of weak demand for 
present products. Others are consumers’ 
loyalty to established brands, and the 
“bandwagon.” 

Management, in its earnest desire to be 
first, or its desire to protect brand position 
and franchise, or in the face of a slacken- 
ing demand for its regular products, is 
sometimes so impatient that it will rely 
upon preliminary test results. If manage- 
ment believes that competitors will re- 
spond quickly and that consumer loyalty 
to any one brand is a fleeting thing, the 
temptation is to expand the marketing 
program beyond the test stage before the 
facts warrant this. 

Perhaps the most dangerous form of 
pressure from the outside comes from 
trade sources. Wholesalers and dealers, 
not a part of the original testing program, 
may hear about a particularly promising 
new product and exert great pressure on 
management to “get on the bandwagon.” 
These pressures may be hard to resist, es- 
pecially where excess production capacity, 
or excess sales capacity exists. 

Since even the most expertly conducted 
test-marketing programs cannot prove 
conclusively that a product will be a suc- 
cess, it is not difficult to understand man- 
agement’s willingness to go along with 
the various pressures exerted upon it. The 
best that can be hoped for is that, after 
committing substantial sums to testing 
and paying the premiums for marketing 
insurance, management will view the pres- 
sures as objectively as possible. 


HOW MANY TEST MARKETS ARE REQUIRED? 


There is no fixed answer to the ques- 
tion of how many test markets are re- 
quired in a test-marketing operation. As 
the number of test markets for a given 
variable increases, accuracy increases. And, 
as the number of markets increases, the 
cost of testing increases. Obviously a com- 
promise must be reached between the ac- 
curacy required in the test and the 
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amount of money to be appropriated for 
the testing operation. 

Disregarding the matter of money avail- 
able, there are several basic considerations 
which help to determine the minimum 
number of markets to be considered: 


1. There should not be fewer than two 
markets for each variation to be tested. 
This does not include control markets— 
markets in which the variables to be 
tested are held constant or allowed for. 

. Where the purpose of the test is to 
estimate the sales potential of a product 
which is to be distributed nationally, 
markets in at least four geographic areas 
should be used. 

. As the significance of the variables to be 
tested decreases, the number of markets 
necessary to reflect the effect of these 
variables increases. Thus, it is likely 
that where variations are minor, it may 
not pay to test market them. The de- 
termination of which of two secondary 
copy phrases is more effective in build- 
ing volume is an example of the type of 
variable it probably would not pay to 

rket test. 


These considerations, relating to the 
number of markets required, represent an 
ideal. In practice, the economics of the 
test situation usually compels a reduction 
in the number of markets. The extent of 
this reduction is, quite naturally, a man- 
agerial decision. Care should be taken, 
however, that management does not pare 
the number of markets to be used to a 
point where confidence levels may not be 
reliable. 


CRITERIA FOR SELECTING TEST MARKETS 


Because of the necessity for projecta- 
bility and comparability of test-market 
results, markets selected for use in the test- 
ing operation should meet certain require- 
ments. Depending upon the purpose of 
the test, not all of these may receive equal 
weight, but the list which follows includes 
most of the generally accepted criteria: 


1. The market or markets should not be 
over-tested. On the other hand, there may 
be instances when using a market with a 
“track record” should be considered. 

. The market should have normal histori- 
cal development in the product class. 


. The market should represent a typical 
competitive advertising situation. 

. The market should not be dominated by 
one industry. 

. State capitals, highly industrialized areas 
(where shut-downs could seriously impair 
buying power), college towns, and other 
areas where population characteristics 
not normal to the product's target market 
usually should be avoided. 

). Projectability of results is an important 
factor. Therefore, the markets selected 
should represent different geographic 
regions where varying conditions of use 
might influence sales. 

. The markets selected should be relatively 
independent, with little strong outside 
media competition and relatively little of 
the test market media circulation going 
outside the areas. The same principle ap- 
plies to the movement of the product 
class being tested. 

. The markets should have a media pat- 
tern which conforms closely to the pro- 
posed national media plan. For example, 
TV set saturation should be close to the 
U. S. average. 

. Markets selected should -not be too small 
to provide meaningful results nor so 
large that testing becomes too expensive 
in terms of the results expected. 


WHAT SORT OF MEASUREMENTS 
ARE NECESSARY? 


Specific research methods and their 
timing will vary with the objectives of the 
test-marketing program. This again em- 
phasizes the importance of establishing 
precise test objectives in advance of the 
test operation. 

Fundamentally there are two types of 
measurements made in market-testing op- 
erations: (1) consumer studies involving 
usage, habits, reaction, etc., to the brand 
in question; and (2) sales measurements 
involving the brand in question, other 
“company” brands which might be af- 
fected, and selected competitive brands or 
products. 

When measuring consumer usage, hab- 
its, and reactions to the brand, interview- 
ing is usually conducted in four stages, 
which may, of course, be combined. 


1. The “base” stage—interviewing during 
this stage takes place immediately before 
the primary distribution phase of the test- 
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marketing program. Its purpose is to 
establish reference points for use in 
future analysis. 

2. The initial trial stage—interviewing dur- 
ing this stage takes place fairly shortly 
after the beginning of the test. Its pri- 
mary purpose is to determine preliminary 
levels of trial attained. 

. Preliminary usage and reaction stage— 
interviewing during this stage takes place 
periodically during the progress of the 
test. Its purpose is to determine early 
usage levels and reactions to the product. 
This stage may phase into the final stage. 

. Final stage—interviewing during this 
stage frequently takes place about six 
months after the test has been in 
progress. Jts purpose is to determine 
current usage levels and reaction to the 
product after continued exposure. 


The in-home interview is probably the 
most satisfactory method of obtaining the 
above information. However, telephone 
interviews or mail questionnaires may be 
used with relative success. 

Sales measurements for most products 
are satisfactory only if made on a retail- 
store audit basis. Shipment data are satis- 
factory only for long-term analysis because 
of distortions due to filling pipelines and 
fluctuations in inventory levels. And ship- 
ment information does not determine the 
effect on competition. 

Store audits at four-week intervals are 
generally the most satisfactory sales meas- 
urements at the retail level; monthly 
audits are less desirable because of varia- 
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tions in the number of business days from 
month to month. If store-audit informa- 
tion is to be obtained, audits should begin 
at least four weeks prior to the beginning 
of the market test in order to establish a 
base for measuring the product’s impact 
on its competitive environment. 


BENEFITS OF TEST MARKETING 


No practical program of test marketing 
can predict with absolute certainty the 
success or failure of products in the mar- 
ket place. Nevertheless, properly planned 
and executed test-marketing programs do 
represent an important means of examin- 
ing the growth and profit potentials of a 
company’s products. 

The benefits are worthwhile either when 
the product survives, or when the results 
are negative. Survival should contribute 
to greater profitability of the expanded 
operation through information and ex- 
perience gained under actual marketing 
operations. In addition to enabling man- 
agement to proceed with greater confi- 
dence and possibly to effect indicated re- 
visions, a successful test provides evidence 
to help “sell” the company’s own organ- 
ization and trade on the product. 

When a test has negative results, this is 
a small price to pay for a sound invest- 
ment. There are, of course, instances where 
test marketing is not feasible; and in these 
cases judgment must prevail, even as it 
does in many phases of a sound test-mar- 
ket program. 





Marketing as a Science .. . 


Marketing as a science . 


. emerged as a separate discipline in the 


twentieth century and was oriented to immediate results in the busi- 
ness world. Perhaps its greatest weakness, until recently, has been that 
it had concentrated on the attempt to establish control without giving 
adequate attention to the companion steps of explanation and predic- 
tion. This has tended to make marketing research an opportunistic ap- 


proach to concrete problems. 


—Wroe Alderson 
Marketing Behavior and Executive Action 
(Homewood, Illinois: 
Richard D. Irwin, Inc., 1957), p. 9. 








What Does Automation Mean 
to the Marketing Man? 


e G. W. HEAD 





HAT does office automation mean to 
Wire marketing man? What benefits 
does it offer? How can automation im- 
prove the scientific techniques of market- 
ing management? 

There are a number of pressures within 
the distribution channels that make auto- 
mation a compelling necessity. 

There is the pressure of competition. 

There is the pressure of rising costs, in- 
cluding salary and product costs. 

There is the pressure of narrowing 
profit margins. 

There is the pressure of what might best 
be termed “increasing responsibilities.” 

The phrase “increasing responsibilities” 
refers to the well-known fact that in addi- 
tion to their traditional responsibility for 
handling the selling job, marketing men 
today are assuming responsibility for 
planning over-all marketing strategy; 
analyzing facts about marketing opera- 
tions; introducing and promoting im- 
provements in the channels of distribu- 
tion; and aggressively helping to expand 
the free-enterprise system here and 
abroad. 


NEED FOR LIVE FACTS 
Since various articles in the JOURNAL OF 
MARKETING in the past have discussed all 





@ About the Author. G. W. Head is Manager of 
Advertising and Sales Promotion for The National 
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The subject of automation in business has had extended coverage in 
the business press during recent months. Electronics has also captured 
the imagination of marketing men, but the areas for automation have 
not been clearly defined. 

This article answers some important questions and gives specific re- 
sults that have been obtained. 


of these points, the discussion here is con- 
cerned only with ways that automation 
can help in the gathering and analysis of 
facts. 

If a marketing man is going to function 
as an analyst and forecaster, the first step 
must be the gathering of “raw” informa- 
tion. If the facts are to be faced, this must 
be while they are fresh and alive and be- 
fore they become stale. Nothing is worse 
than obsolete information, no matter how 
neatly it is typed or how literate the re- 
ports are. Ancient history can be a heavy 
load for the marketing man. 

What areas for automation are of inter- 
est to the marketing man? 

1. Department store sales-register audit 
systems; floor audit systems; simplified 
sales-check plans; register-receipt plans. 
All of these systems are designed to facili- 
tate transactions with customers, and are 
applicable to modern methods of automa- 
tion. 

2. Merchandise- and inventory-control 
systems. It is imperative that manufac- 
turers, wholesalers, and retailers maintain 
adequate stocks at the lowest capital ex- 
penditure. Automation helps to point the 
right way, locates the slow items, and 
shows up the fast movers. 

3. Accounts-payable systems; accounts- 
receivable systems; pay-bill systems. 

4. Budgeting and forecasting. 

Other parts of a sales organization are 
subject to automation, of course, or, to be 
more accurate with words, can be mech- 
anized. The record keeping in merchan- 
dising techniques like self service can be 
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mechanized. So can incentive plans for 
salespeople, payroll systems, and general 
accounting records. These areas might be 
involved in one way or another during an 
analysis of distribution costs. 

Sooner or later a marketing department 
is going to focus on all of the areas of the 
organization; and, when that day comes, 
facts are needed. 

This statement gives consideration to 
the new concept of marketing that takes 
marketing back beyond production to the 
original product-development designs. 
That is, marketing today embraces more 
than selling, and touches virtually every 
facet of a business. If automation is 
thought of as being applicable only to 
isolated parts of a business, its benefits can 
never be appreciated. 

To put it another way, modern market- 
ing is rooted in the profit concept, not the 
volume concept. The question—“What 
price volume without profits?”—has forced 
a reappraisal by marketing men who have 
achieved volume but who have found that 
profits “do not come naturally.” 

New methods of automation will make 
marketing information available much 
faster than ever before, and supply data 
previously not availablé at all. This in- 
formation can be applied to distribution- 
cost analysis in the same relentless manner 
that managements have applied facts and 
figures to production-cost analysis. 


PUNCHED PAPER TAPE RECORDERS 


Automated systems are not the result of 
flashes of inspiration. They are the result 
of years of patient, step-by-step planning. 
There is one facet of most automated sys- 
tems today that proves this statement: 
punched paper tape, a narrow strip of 
paper with a configuration of hole 
punched in code in it. 

Punched tape has become a common 
denominator of all accounting media. It 
is a common language. The tape can be 
punched by a wide variety of machines, 
yet in the end the tapes flow to a common 
point and are processed similarly. If 
processing is to be done by a computer, 
the tape serves as direct input to a high- 
speed paper tape reader. If processing is 


April 1960 


to be handled on tabulating equipment, 
a tape-to-card converter can be used. 

Punched tape has several important ad- 
vantages. It is inexpensive—a 1,000-foot 
roll of tape capable of holding 120,000 
characters of information costs about 75 
cents. Punched tapes are easy to store. 
Punched tapes are easy to mail, or data 
may be transmitted by teletype to a cen- 
tral processing headquarters. The cost of 
tape recorders is low, and it is often fea- 
sible to equip branch offices, warehouses, 
or other facilities with separate units. 

Paper tape recorders have been avail- 
able for some time, but only in very 
recent years have they gained popularity 
as one of the most useful business ma- 
chines yet devised. Recorders have been 
successfully installed in financial institu- 
tions and in industrial concerns, and their 
use is now spreading to department stores. 

Tape recorders may be linked to adding 
machines, sales registers, window-posting 
and analysis machines, as well as the ver- 
satile typewriter-bookkeeping machine. 

An example: By transferring | sales 
analysis data from a manually-posted 
ledger to punched paper tape, E. H. 
Sargent & Company of Chicago, a 107- 
year-old supplier of scientific instruments 
and apparatus, has obtained much more 
detailed sales analyses much sooner than 
previously, and the result has been accom- 
plished with no increase in cost. 

Sargent’s old end-of-month _ report 
showed sales only for a given month and 
for the year to date, and took four weeks 
to prepare. The new report, on the other 
hand, shows the data for the two pre- 
ceding months as well—that is, three 
months altogether—and the report is avail- 
able immediately after the close of a given 
month. 

The present three-months run-down on 
each customer’s buying activity has en- 
abled Sargent’s marketing management to 
plan its operations much more efficiently. 
For example, the company can determine 
which accounts represent the greatest sales 
potential; the work of technical repre- 
sentatives can be evaluated in greater 
detail; and the need for greater concen- 
tration of effort in given geographical 
area can be seen more clearly. 





WHAT DOES AUTOMATION MEAN TO THE MARKETING MAN? 37 


Another example, in a Grand Rapids 
department store: The Wurzburg Com- 
pany uses punched tape to obtain vendor 
reports. The tape is obtained as a direct 
by-product of posting accounts-payable 
records. Vendor reports are complete and 
accurate, and the information is presented 
to buyers in a manner easy to work with; 
no further summarizing or recapping is 
necessary. Moreover, with punched tape 
the reports are available monthly rather 
than quarterly, which contributes to 
profitable buying procedures. Markups 
and markdowns are highlighted by vendor 
by department, thus focusing attention 
on low markups, and pin-pointing mark- 
downs by vendor. In short, the buyers 
know which vendors are furnishing profit- 
able merchandise. 


OTHER SYSTEMS 


Techniques such as these can be used 
without restricting the accounting opera- 
tions and without employing specially 
trained data processing personnel. 

On the selling floor of a retail store, for 
example, a Sales-Tronic register is 
operated by an ordinary salesperson. The 
system is comprised of three units, all 
located at the point of sale: a sales register 
containing all the fundamental features 
of the modern register; a media reader 
designed to read transaction data from 
prepunched price tags and from clerks’ 
tokens; and a punched tape recorder 
which captures information entered in 
the sales register and the media reader. 

This three-unit combination is not a 
rigid requirement, however. If a store 
does choose to accumulate unit-control 
information, the media reader need not 
be linked to the Sales-Tronic. In that case 
the Sales-Tronic consists of two machine 


units at the point of sale—the Sales-Tronic 
register and the punched tape recorder. 

A recent installation of such a system 
was made at the University of Dayton 
bookstore. Sales data are captured in 
punched tape, then analyzed later on a 
computer. Each day the store manager 
receives an 18-total sales analysis of yester- 
day’s business. Individual textbook in- 
ventory for the entire store can be tran- 
scribed into report form within one hour. 
The system provides the store manager 
with an automatic re-order list for fast- 
selling items such as sportswear, novelties, 
and certain types of books. In short, store 
management is made easier through better 
stock control and more scientific buying. 

Johnson's Wax now has its twenty-two 
distribution points throughout the United 
States linked to the central office at Ra- 
cine by means of punched paper tape. 
Johnson knows the sales by lines of 
products any day, and the results of 
special promotions in any section of the 
United States. Comparative results from 
all sections can be obtained just as fast as 
the teletype can transmit the figures. This 
means that the Johnson marketing people 
have a complete picture of sales, not just 
a few “snapshot” views. 

The significance of automation to 
marketing men does not lie in the techni- 
cal accomplishments that machine devel- 
opments represent. Since data processing 
has been extended to the broad middle 
range of business, medium-sized _ busi- 
nesses can now achieve the results once 
thought to be available only to corporate 
giants. 

To the marketing man, this means one 
thing: Only careful planning based on 
facts will produce a competitive edge. And 
automation is the best means of recording 
accurate data—quickly and economically. 
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Problems Peculiar to 
Export Sales Forecasting 


e HENRY ANDERSON 


The export-sales forecaster is plagued by a number of problems un- 
known in domestic-market analysis. The nature of these problems and 
their methodological implications are briefly discussed in the following 


article. 


FIRM’s demand forecast is usually 
A arrived at in two steps. The first of 
these is concerned with an estimate of in- 
dustry demand, and the second with the 
determination of the company’s market 
share. Both phases of the analysis bring 
the export-sales forecaster face to face 


with problems unknown in the domestic 
field. 


PROBLEMS IN ESTIMATING 
INDUSTRY DEMAND 


Necessity to Deal with Different Forms of 
Economic Life 

The forcign-sales forecaster must deal 
with a plurality of national markets in 
contrast with the domestic analyst's single 
one. More than that—he may have to 
employ a plurality of techniques, depend- 
ing on the diversity of the societies at 
issue, for political, social, and economic 
conditions differ from one country to 
another. 

After a fashion, each nation represents 
a distinct socio-economic organism, which 
follows its own peculiar causal laws and 
whose character must be carefully con- 
sidered in the construction and use of 
forecasting formulas. Specifically, the fol- 
lowing four problems are encountered: 

(1) The quality of given key factors 
may vary between countries. That is, con- 





@ About the Author. Henry Anderson is Assistant 
Professor of Statistics at the University of Mary- 
land, and has also taught at Temple University, Du- 
quesne University, the University of Rhode Island, 
and Columbia University. For a time, he served as 
business economist with the Office of Price Stabili- 
zation. He received his Bachelor's degree from the 
University of London, and his M.B.A. and Ph.D. from 
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ventional market indicators may differ 
internationally in respect to their predic- 
tive efficiency, their measurability, and 
so forth. This will often preclude the use 
of an identical forecasting formula for all 
national markets. 

National income, for example, is likely 
to have considerable estimating power in 
poor countries; but in rich societies its 
influence tends to be partially neutralized 
by a high level of liquid wealth and easy 
credit arrangements. Hence, a_ broader 
formula, which includes these factors, may 
have to be used to estimate market poten- 
tials in the more developed nations. 

Again, many economically backward so- 
cieties do not compile satisfactory aggre- 
gate-income series.1 Therefore, analysts 
may have to resort to the use of suitable 
substitute series, such as export income. 

(2) Intercountry differences may exist 
in respect to the time periods marked by 
normal sales experience. This raises a 
methodological problem for forecasters. 

Predictive formulas, to be reasonably 
durable, should be derived from market- 
ing experience free from major disturb- 
ances—mirroring the more stable forces at 
work in the economy. Analysts thus face a 
dilemma. They may base the estimating 
expressions for all countries at issue on 
data drawn from cne and the same period. 
But in the case of some nations that may 
mean reliance on questionable observa- 
tions. Alternatively, different periods may 


1Sec, for instance, Statistics of National Income 
and Expenditure, Statistical Papers, Series H, No. 
5. This United Nations report contains defective 
income series for Bolivia, Brazil, Colombia, and 
a host of other countries. 
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be used for different countries as suggested 
by considerations of normality. But that 
procedure has the disadvantage of in- 
creasing the role played by personal judg- 
ment in forecasting. 

(3) The character of the relationship 
between a given indicator and a given 
market may lack international uniformity. 
The choice of different mathematical 
functions for the description of sales re- 
lations in different nations might thus be 
justified in certain circumstances. 

(4) The durability of given forecasting 
formulas may be expected to vary interna- 
tionally (even if an identical expression is 
used for the various countries at issue). It 
is likely to be low for nations undergoing 
rapid social and economic change, and 
high for stagnant societies. This signifies 
that the question of indicator selection 
and weighting must be reopened more fre- 
quently in the case of some nations than 
in the case of others. 


Inadequate Data 

Many nations as yet lack the means for 
the periodic determination of aggregate 
income and other strategic variables re- 
flecting mass behavior. But the export- 
sales forecaster cannot limit his attention 
to “statistically developed” countries and 
thus will generally have to work with 
inadequate information. 

This brings him face to face with a new 
dilemma. He will be tempted to rely 
heavily on subjective or mechanical fore- 
casting methods, but these techniques can 
be shown to be of very doubtful value in 
the international field. Forecasting on the 
basis of adequate causal analysis is likely 
to be more efficient, but in turn also re- 
quires more information. 


PROBLEMS IN ESTIMATING 
COMPANY DEMAND 


Translating industry demand in a 
foreign country into an individual Ameri- 
can exporter’s share is a more complex 
process than the analogous operation in 
the domestic field. This is because export 
sales are importantly affected by several 
factors that are of little or no consequence 
‘in domestic analysis, namely: internal sup- 
ply possibilities in the foreign countries 
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under consideration or national competi- 
tion; export supply possibilities in nations 
other than the United States or interna- 
tional competition; and trade control. 


Problem of Heterogeneous Competition 

In domestic-sales estimation, foreign 
competitors of the forecasting firm may be 
either ignored or lumped together with 
domestic rivals. In export-sales forecasting, 
by contrast, a careful distinction must 
usually be made between national, inter- 
national, and American competitors of 
the estimating company. The reason for 
this is that the three groups of rivals are 
differently affected by changes in the 
commercial policies and economic circum- 
stances of the trading countries and may 
be differently organized. 

Their conduct will differ accordingly. A 
tariff increase in an importing country, for 
instance, will tend to strengthen the posi- 
tion of national enterprises. Sheltered 
competition of this kind is peculiar to 
international trade. Its analysis imposes a 
task upon the export-sales forecaster 
which has no exact analogue in the 
domestic field. 

Once national competitors of the fore- 
casting company have been allowed for, 
the resulting import-demand estimate 
must be translated into the market share 
available to American sellers in accord- 
ance with a reasonable hypothesis con- 
cerning the behavior of rival exporters 
located outside the United States. The 
analytical task involved is rendered very 
difficult by the fact that the strength of a 
firm’s foreign competitors, unlike that of 
its American rivals, not only depends on 
factors such as managerial efficiency, 
special entrepreneurial advantages, and 
financial resources, but also on interna- 
tional differences in factor costs and in 
trade policies. This introduces uncertain- 
ties into foreign-sales estimation that are 
absent from the domestic sphere. 

The significance that international com- 
petition may have for American exporters 
is demonstrated in Table 1. If it is as- 
sumed that, in general, only new cars are 
imported into Ecuador—a sound hypoth- 
esis—the data reflect the number of 
cars shipped to the Republic in different 





PROBLEMS PECULIAR TO EXPORT SALES FORECASTING 


TABLE 1 


PASSENGER AUTOMOBILES IN ECUADOR 
(classified by year of design)* 











1946 1947 1948 1949 1950 1951 1952 1953 1954 1955 





Total number of cars in 

each annual class 242 382 273 
% of American cars 97.1 95.8 90.8 
% of Fiats — — 0.7 
%, of Volkswagens —_ _- —- 


400 
97.2 18 
= 0.6 0.3 0.5 1.3 14 74 
— 0.3 —_— 14 0.6 4.5 7.1 


$45 374 367 
954 963 948 


459 
92.4 


418 650 


79.7 6 





* Compiled from unpublished records on file with the Seccién de Estadisticas Sociales y del Trabajo, Ministerio de 


Economia, Quito, Ecuador. 


TABLE 2 
ECUADOREAN IMPORTS OF WASHING MACHINES 
(1948 to 1957)" 








1948 1949 


1956 


1950 1951 1952 1953 





Total quantum (in kilograms) 22,823 32,668 
%, of American machines 97.8 89.4 
%, of Canadian machines 2.0 1.6 
% of British machines — _ 
%, of German machines _- — 


6408 16,169 15,432 17,518 40,126 
90.3 86.2 82.2 95.9 85.2 85.1 
8.8 8.0 2.2 2.4 — 2.1 
on —_ 10.4 — 10.7 9.8 
one a 6.0 1.6 0.9 2.6 





* Compiled from unpublished records on file with the Seccién de Estadisticas Sociales y del Trabajo, Ministerio de 


Economia, Quito, Ecuador. 


years. The rapid shift away from American 
models beginning in 1954 is surprising 
and merits careful analysis. The forecaster 
must seek to identify the underlying 
causes (economic recovery of Germany 
and Italy, etc.) and to measure their 
effects on American export opportunities 
if he wishes to make sophisticated predic- 
tions of the kind of competition that U. S. 
sellers will face in coming years. 

Another example of foreign competi- 
tion in export markets is provided in 
Table 2. These data also show some dis- 
placement of the American export from 
the foreign market, but the share captured 
by foreign rivals in this case is less star- 


tling than the share taken over in the 
preceding situation. Again, sound fore- 
casting procedure requires that the analyst 
go behind the statistical picture and seek 
to uncover the causes of the observed 
trend and their typical mode of operation. 

Unlike protected local rivals, inter- 
national competitors are ubiquitous and 
make their presence felt in all export 
markets. Empirical evidence for this fact 
can be found in the information supplied 
by Tables g and 4. It is thus seen that the 
competitive development observed in 
Ecuadorean import patterns of recent 
years is essentially paralleled by Swiss and 
in fact world sales experience. 


TABLE $ 


Swiss IMporTS OF PASSENGER CARS 
(in specified years)* 


1953 


1955 





Total number of units $7,093 


1, of German cars 515 
,, of French cars 118 
i 


‘, of Italian cars 11.2 


on 
Ps 
y 
© of British cars 11.1 
©, of American cars 9.1 
%, of Canadian cars 3.6 


51,907 
54.2 
11.6 
114 


50,125 
SRB 
17.9 
12.8 

1. 5.6 

8. 48 

0 0.1 





® Based on information contained in Global Automotive Market Survey and World Motor Census, an annual study 


prepared by The American Automobile and published by McGraw-Hill International Corporation. 





JOURNAL OF MARKETING 





April 1960 


TABLE 4 
VEHICLE Exports OF THE “Bic S1x” 
(1953 to 1957)" 











1953 


1954 


1955 1956 1957 





1,060,122 
39.0 

27.2 

16.7 

9.8 

8.0 

4.3 


Total number of units 
British % share 

U.S. % share 

German ‘%, share 
French % share 
Italian % share 
Canadian % share 





1,379,413 


29.1 
21.6 


1,596,175 
33.3 

26.8 
23.9 

9.6 10.1 
3.2 4.7 
2 


1,585,332 
29.0 

23.3 

30.6 

11.1 

4.8 


1.2 


1,858,716 
29.6 

18.0 

31.4 

13.5 

64 

1.1 


35.7 


0.8 l 





* Based on information contained in Global Automotive Market Survey and World Motor Census, an annual study 
prepared by The American Automobile and published by McGraw-Hill International Corporation. 


An estimate of American participation 
in a foreign market is not the final goal of 
export-market analysis. It is an inter- 
mediate result which must be converted in 
one way or another into the forecasting 
company’s market share. This final trans- 
lation, however, does not present a prob- 
lem peculiar to international sales estima- 
tion. It is a familiar operation in domestic 
forecasting. 

It is possible to merge the analysis of 
the estimating firm’s foreign rivals with 
that of its American competitors and to 
determine the company’s export-market 
share in a single step rather than in two. 
But such a procedure means slurring over 
those changes in the relative strength of 
non-American over American competitors 
that result from causes peculiar to the 
international scene. 

Treating the two groups of competitors 
separately makes it possible to take ac- 
count of the competitive implications of 
government policy and economic develop- 
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ment in foreign countries, as well as of 
factors familiar in domestic market anal- 
ysis—sales promotion, distribution man- 
agement, and the like. 


Problem Presented by Trade Control 


International sales opportunities are 
more susceptible to bureaucratic inter- 
ference than are domestic markets. In fact, 
that is one of the main reasons why the 
forecasting firm’s export-sales estimates 
cannot safely be derived in a single 
analytical step from the relevant industry 
forecasts—why the company’s national, 
international, and American competitors 
should as a rule be dealt with separately. 

Changes in trade policy may narrow or 
widen the market that is available to the 
estimating company in a given foreign 
country. Foreign-sales forecasting thus 
cannot be very reliable without some 
plausible assumptions concerning the 
regulatory situation likely to prevail dur- 
ing the period at issue. 





Business Grows Antennae .. . 


Marketing research is the radar that enables modern industry to 


navigate the smog of today’s complex selling situation, so states Dr. 
Wendell R. Smith, eminent marketing research and development man- 
ager. Long an ardent advocate of a rational approach to marketing 
management, he’ believes that wisely used research techniques in this 
field serve a 3-fold purpose: (1) helping business plan for the future, 
(2) control present operations, and (3) evaluate what has happened in 
the immediate past. The facts and insights such research provides, he 
cautions, can never produce automatic “push button” sales manage- 
ment; they simply serve to narrow the zone of uncertainty which com- 
plicates executive decision making. 


—Wendell R. Smith, in an address before 
the Minnesota Chapter of the American 
Marketing Association, June 5, 1959. 








Self-Service in Retailing 





LTHOUGH there were sporadic earlier 
A uses of self-service, Clarence Saun- 
ders is generally credited with setting off 
the trend when he opened his first Piggly 
Wiggly store in Memphis in 1916. Cer- 
tainly his version of a grocery-store layout 
in which customers entered through a 
turnstile, picked up baskets, selected their 
own groceries, and placed their baskets on 
the checkout counter for tally and pay- 
ment effectively started the trend to self- 
service. 

In subsequent years, customers endorsed 
the practice when it was applied to other 
assortments of goods. This growth has 
been successfully extended to drug, hard- 
ware, variety, stationery, toy, and other 
type stores. In fact, about the only types 
of stores not making extensive use of im- 
personal selling techniques are certain de- 
partment stores and stores specializing in 
furniture, jewelry, and prestige-type goods. 
These stores usually have one or more of 
the following characteristics which tend 
to make self-service buying less applicable: 
avowed “full-service” policies and reputa- 
tions; higher-priced goods rather infre- 
quently purchased; lines of merchandise 
with multiple size, style, color, and price- 
line specifications which make full display 


@ About the Author. Many of the ideas expressed in 
this article originated in the author's doctoral dis- 
sertation entitled “Some Implications of Impersonal 
Selling for Department Stores," Graduate School of 
Business, Stanford University, 1957. 
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before entering teaching; he is an Assistant Profes- 
sor of Business at San Francisco State College and 
teaches marketing subjects. 





e WILLIAM J. REGAN 


Most selling innovations by retailers have been to add customer 
services and conveniences, thereby increasing the cost of retail serv- 
ice. Running contrary to this trend has been the development of self- 
service which transfers to customers greater responsibility for buying 
and thereby lowers the store cost of retail service. 

This article throws some light on why consumer behavior has re- 
sponded so favorably to the self-service concept. 


and customer accessibility of goods diffi- 
cult. 

Even in stores with these characteristics, 
however, the self-service principle is being 
partially accepted in the form of “self-se- 
lection” and “simplified-selling” programs. 


FACTORS AFFECTING CONSUMER 
ACUITY IN BUYING 


Alertness of consumers in maximizing 
their welfare in retail stores has been sub- 
jected to a wide range of influences. Some 
influences have tended to weaken their 
discernment in making wise decisions; 
others have tended to strengthen this 
ability. 


Weakening Factors 


As the organization of the selling func- 
tion grew in complexity in the latter part 
of the nineteenth century, the amount of 
customer-buying initiative or effort neces- 
sary to effect an individual transaction de- 
clined, and initiative or effort in the sell- 
ing function increased. Some of the most 
important factors tending to weaken cus- 
tomers’ interest in the buying function 
were: 


1. Widespread adoption of one-price poli 
cies. 
. Spread of returned-goods privileges. 
. Rise of advertising and brand promotion. 
4. Administration of customer services by 
retail-store managements. 
. Administration of “fair-trade” prices by 
producers. 
. Deterioration of buyer-seller communica- 
tion. 
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Widespread Adoption of One-Price Policies 


In the days when price depended more 
upon the haggling ability of buyer and 
seller, the buyer necessarily needed to 
know merchandise qualities in addition to 
having a well-developed bargaining skill. 
Probably few household buyers could 
match the merchandise knowledge and 
haggling skill of the experienced shop- 
keeper. 

However, as the amount of manufac- 
tured goods increased, the size of some 
retail stores grew, and several forces com- 
bined to make a one-price policy more 
feasible. Larger stores required more sales- 
people and specialization of management. 
These additional salespeople, not receiv- 
ing as much selling instruction from the 
owner as in days when stores were smaller, 
were not as interested in bargaining as 
shrewdly as he. In addition, a one-price 
policy was necessary to implement a re- 
turned-goods policy and to advertise goods 
more effectively. 

As a consequence, an age-old sport that 
contrasted temperaments, talents, and 
skills of experienced negotiators was grad- 
ually replaced with a business administered 
one-price system. In short, reduction of 
the personal competitive element removed 
some of the zest for bargaining; and this 
loss of interest may have resulted in a de- 
cline in the fund of information used by 
consumers at exchange counters. 


Spread of Returned-Goods Privileges 


A development of inter-store competi- 
tion was the institution and rapid growth 
of the returned-goods privilege, especially 
in nonfood stores. Sometimes credited to 
John Wanamaker, this idea found ready 
acceptance with household buyers. The 
ratio of Marshall Field's returned goods 
to net sales was 4.7 per cent in 1873, 7.8 
per cent in 1885, 10.5 per cent in 1895, 
and over 13 per cent in 1905.) Returns 
and allowances for 345 department-store 
firms of all sizes averaged 9.5 per cent of 
net sales in 1957." 


Harold Barger, Distribution’s Place in the 
American Economy Since 1869 (Princeton: Prince- 
ton University Press, 1955), p. 33, note 25. 

*Malcolm P. McNair, Operating Results of 
Department and Specialty Stores in 1957. Bureau 
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The concept of returned goods no doubt 
helped customers to gain confidence in the 
one-price policy and in the integrity of re- 
tail stores generally. However, it tended to 
smother customers’ incentive to know mer- 
chandise value. 


Rise of Advertising and Brand Promotion 


The growth of advertising and brand 
promotion accompanied and encouraged 
the production of increasing product vari- 
ety. This great increase in products for 
every purpose, expanded by brand prolif- 
eration, has made acquisition of adequate 
product knowledge in all merchandise 
areas practically impossible. 

Although customers have gained in- 
creasingly in product “knowledgeability,” 
they also have acquired considerable de- 
pendence upon product brands, the serv- 
ice reputations of stores, and credible ad- 
vertising claims. Thus, substitutes for 
product knowledge have been accepted by 
customers for use in their buying activities. 


Administration of Customer Services by 
Retail-Store Managements 

Product pricing at retail which charges 
customers for services whether used or not 
has long been a controversial issue. In- 
deed, the successful introduction of a new 
service usually has been matched and 
sometimes surpassed by competitors. Cost 
of the new services is necessarily included 
in retail price. 

This competitive forcing of services was 
recognized as a difficulty “especially seri- 
ous—if not insuperable” by The Twenti- 
eth Century Fund in 1939 when it recom- 
mended that legal exception be made in 
the anti-trust laws “. . . for distributors 
to agree on the limitation of certain costly 
excesses in competition where the result 
will be to reduce the cost to the con- 
sumer.’’> Specifically recommended was 
“. . . agreement among department stores 
to charge separately for delivery, credit 
and returned goods privileges.’’ 


of Business Research Bulletin No. 152 (Boston: 
Harvard University, Graduate School of Business 
Administration, 1958), p. 2. 

*The Twentieth Century Fund, Does Distribu- 
tion Cost Too Much? (New York: The Twentieth 
Century Fund, 1939), pp. 352, 366. 

*Same reference as footnote 3, p. 366. 





SELF-SERVICE IN RETAILING 


The result of this store administration 
of services was a further shrinking in the 
decision-making requirements left to con- 
sumers. In addition, extension of credit 
may have lessened consumer interest in 
driving a good bargain for goods if a “buy 
now, pay later” philosophy succeeds in 
putting a premium on immediate posses- 
sion and diverting attention from the 
later payment date. 


Administration of “Fair-Trade” Prices by 
Producers 

Manufacturer-designated prices were 
legally sanctioned in the 1930s. If the ex- 
tension of these prices vertically through 
marketing channels to the ultimate con- 
sumers had proved to be as successful as 
originally intended, customers’ incentives 
to “shop around” among different stores 
carrying identical items would have been 
reduced. 

Increasing inability to control the great 
number of retailers with resale-price-main- 
tenance contracts in the post-World War 
II period has permitted variations in re- 
tail-price patterns. Court orders have out- 
lawed the practice in some states. Never- 
theless, the impact of this price control 
by manufacturers was and is considerable. 


Deterioration of Buyer-Seller Communication 

It is often contended that the ability of 
modern-day salespeople to satisfy con- 
sumer wants has declined. Perhaps the 
quality of salesmanship has declined ab- 
solutely compared with what it was at 
the beginning of the century. Probably it 
has declined relatively in relation to the 
increase in the size and complexity of the 
selling job itself. 

Business ingenuity has helped to ex- 
pand the variety, depth, and complexity 
of wants in order to stimulate demand 
for the ever-growing flood of ‘“‘want-satis- 
fiers” produced. Even when salespeople 
have a comparatively small assortment of 
goods to sell, they still are faced with the 
task of associating these goods with a 
greatly extended list of customer-purchase 
motives. These motives are frequently on 
subconscious or unconscious levels. 

In earlier generations when standards 
of living were lower, wants were more on 
a physiological level. Customers bought 
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goods to satisfy hunger, thirst, protection, 
and other physiological needs. Through 
increased productivity over the years, in- 
creasingly we have been able to satisfy 
our physiological needs. An advancing 
culture, prodded by persistent sales-pro- 
motion efforts, has superimposed a sec- 
ondary overlay of buying motivations. 
These include other levels of needs such 
as safety, belongingness and love, esteem, 
self-actualization, desires to know and un- 
derstand, and aesthetic needs.® It has been 
stated that these needs are ordered in a 
“fairly definite hierarchy,” and that “the 
higher the need the less imperative it is 
for sheer survival, the longer gratification 
can be postponed, and the easier it is for 
the need to disappear permanently.’’® 

It is small wonder, then, that retail- 
store salespeople have become increasingly 
ineffective in satisfying customers’ vague 
and poorly articulated wants with prod- 
ucts that have multiple and overlapping 
appeals. A man buying a sport shirt to- 
day may consider the basic physiological 
need for warmth, but in addition he con- 
siders‘ any contribution the shirt might 
make .to his need for belonging to a cer- 
tain social group, to his need for recogni- 
tion, and the esteem of others, to his need 
for aesthetic beauty. Thus, the need to 
communicate “felt” but not completely 
understood wants to retail salespeople has 
become an obstacle for many customers 
and has complicated the task of buying 
wisely in relation to these wants. 


The Cumulative Effect 


With the possible exception of the de- 
terioration of buyer-seller communication, 
all of the practices outlined have operated 
to reduce customer initiative and respon- 
sibility in the buying act. The cumulative 
impact of these influences defies quanti- 
tative measurement. Perhaps it is sufficient 
to note that self-service invites customers 
to perform a more active role in the ex- 
change process, thereby helping to over- 
come the passivity caused by a variety of 
past techniques which excluded custom- 
ers from active participation in buying. 

°A. H 
(New 
80-106. 

*Same reference as footnote 5, pp. 146-147. 


Maslow, Motivation and Personality 
York: Harper and Brothers, 1954), pp. 
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Strengthening of Consumer Acuity 


The major forces tending to strengthen 
or to sustain consumer interest and ability 
to make intelligent retail choices are: 


1. The generally held concept of thrift as 
a social virtue. 

2. Increasingly higher levels of education. 

3. Growth in number, quality, and house- 
hold penetration of communication 
media and advertising messages. 

. Fear of unemployment. 

. Disparities between levels of desire for 
things and effective ability to buy them, 
or between “achievement,” “aspiration,” 
and “ideal” levels of consumption.” 

6. Activities of the ‘consumer movement.” 


Since none of the first five factors was 
specifically intended to upgrade the abil- 
ity of consumers to buy wisely, they are 
merely itemized here. Their importance 
should not be minimized, however, be- 
cause they combine to help form our ag- 
gregate material philosophy. 


The "Consumer Movement" 


Since the successful formation of the 
Rochdale Society of Equitable Pioneers 
in England in 1844, consumers’ co-opera- 
tion has been the organizational vehicle 
through which heightened consumer con- 
sciousness could be expressed. Although 
consumers’ co-operative organizations be- 
came important in some European coun- 
tries, their acceptance in the United States 
has been limited to special situations. 

However, establishment of consumer- 
testing agencies such as Consumers’ Re- 
search, Inc., and Consumers Union repre- 
sent an approach to put needed product 
information conveniently at the service of 
the consumer. In 1957 the Consumers’ Re- 
search Bulletin of Consumers’ Research, 
Inc. reportedly had over 100,000 circula- 
tion, and the Consumer Reports of Con- 
sumers Union approximately 850,000 cir- 
culation.’ In relation to their potential 
market, this growth could not be called 


‘Joseph Ciawson, “Lewin’s Vector Psychology 
and the Analysis of Motives in Marketing,” 
Theory in Marketing, Reavis Cox and Wroe 
Alderson, editors (Homewood, Illinois: Richard 
D. Irwin, Inc., 1950), pp. 49-50. 

* Personal letters to the author from representa- 
tives of Consumers’ Research, Inc., and Consumers 
Union. 
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vigorous. Nevertheless, to the extent that 
these and other educative approaches have 
added to consumer knowledge or interest, 
they have been helpful in encouraging 
more careful buying. 

While all the factors listed above tend 
to support the consumer in his buying 
role, none has exerted so strong an influ- 
ence as self-service buying. As an integral 
part of the exchange equation itself, self- 
service may prove to be a constructive and 
timely extension of the consumer move- 
ment. This so-called movement, as man- 
ifested through organizational and edu- 
cational reform, has so far been relatively 
impotent in improving the lot of consum- 
ers. Self-service buying, made possible by 
co-ordination of layout, fixtures, display, 
packaging, and communication, provides 
customers with greater opportunity to in- 
spect goods and prices and compare val- 
ucs. Paradoxically perhaps, the impetus 
to self-service has come from retailers, not 
consumers. 

None of the factors discussed directly 
opposes the operation of self-service. In 
fact, most of the weakening factors are 
either necessary or helpful to self-service 
operation. Similarly, the combined net ef- 
fect of the forces working to strengthen 
the consumer position provides support 
for any activity favorable to the consumer 
cause. Thus, it appears that factors both 
strengthening and weakening consumer 
acuity in buying have joined in a kind 
of “push-pull” relationship to develop an 
environment conducive to the rapid 
growth of self-service. 


OPERATIONAL ATTRACTIONS 
OF SELF-SERVICE 


The major economic justification for 
self-service buying is the possibility of 
lowered prices for goods sold, because of 
lowered expenses of store opcration. Be- 
sides lowering a store’s selling expensc, a 
well-organized self-service program may 
cause a net reduction in the combined 
total of other expenses such as returned 
goods, pilferage, training, delivery, and 
credit. In its introductory phases also, 
self-service may be an enterprise-difleren- 
tiating technique which attracts higher 
sales volume. 





SELF-SERVICE IN RETAILING 


In food stores particularly, where the 
items sold characteristically lend them- 
selves to self-service buying, the net reduc- 
tion in expenses has been dramatic. Self- 
service was the chief influence which 
reduced food-marketing costs from “the 25 
to 30 per cent prevailing in the early thir- 
ties to a cost between 14 and 17 per cent” 
by the mid-fifties.° How much credit self- 
service should properly receive for this 
cost reduction is not clear. Increasing scale 
of store operation along with more effec- 
tive business organization and manage- 
ment are other contributing factors. Nev- 
ertheless, much of the initial push was 
generated by Clarence Saunders’ concept 
of self-service. 

However, even if lower retail prices 
were assured under impersonal selling 
conditions, there is some doubt that this 
reduction would be the most preferred 
benefit from the standpoint of many cus- 
tomers. In some cases, consumers may 
have responded to the self-service attrac- 
tion before prices were lowered. Original 
uses of the technique have sometimes been 
to alleviate pressing sales-service prob- 
lems, such as labor scarcities or peak-pe- 
riod adjustments.?° When competition per- 
mitted in these cases, most store manage- 
ments would probably have maintained 
customary prices until lower expenses of 
operation were experienced. 

In other cases, such as shoes and men’s 
furnishings, early use of self-service was 
justified on a price-appeal basis.'! Imi- 
tators of the practice have emphasized sav- 
ings or low-price appeal so much that the 
two are often associated together. 


*M. M. Zimmerman, The Super Market: A 
Revolution in Distribution (New York: McGraw- 
Hill Book Co., Inc., 1955), p- 32!- 

*“Devices in Use for Self-Selling,” The New 
York Times, October 19, 1919, sec. 2, p. 10, 
column 4; F. E. Chaffee and McFall Kerbey, 
Self-Service in the Retailing of Food Products, 
U. S. Department of Agriculture Bulletin No. 
1044 (Washington, D. C.: U. S. Government Print- 
ing Office, April 19, 1922), p. 375; U. S. Depart- 
ment of Commerce, Small Business Administra- 
tion, Business Service Bulletin No. 5: Store Ar- 
rangement and Display (Washington, D. C., 
March, 1954), Pp. 1- 

“William C. Sproull, “Help Yourself to the 
Shoes,” Business, Vol. 1, No. 8 (May, 1920), p. 23; 
D. S. Knowlton, “The Self-Serve Sale,” Business, 
Vol. 3, No. 8 (May, 1922), p. 25. 
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Among the considerations inherent in 
the nature of self-service that might rank 
higher for many customers than price ap- 
peal are: quicker, more direct shopping; 
relief from fear of sales pressure or brand 
substitution; and substitution of creative, 
problem-solving activity for defensive ne- 
gotiatory activity. 


Quicker, More-Direct Shopping 


A number of influences indicate a need 
or preference for faster shopping today. 
Among such factors are the requirements 
of parking and transportation, the in- 
crease of women in the labor force, and 
increasingly standardized product valucs. 

While well-designed impersonal selling 
layouts enable customers to shop quickly, 
they also provide them with freedom to 
browse casually if they prefer. Preference 
for browsing and looking at their own 
pace may be an example of American un- 
willingness to subscribe to regimentation, 
however slight. 


Relief From Fear of Sales Pressure or 
Brand Substitution 

Distrust of the salesman has long played 
a part in commercial exchange. Cases of 
“high-pressure” salesmanship and substi- 
tution of one brand for another have been 
common complaints of consumeis. De- 
pending upon the situation, the advice of 
retail salespeople carries little weight with 
some shoppers, considerable weight with 
others. Substitution of self-service buying 
for traditional clerk selling removes the 
aid or barrier that the salesperson repre- 
sents to the individual consumer. Certain 
modified forms of self-service exist in 
which sales help is available if requested. 
Perhaps the best expedient is to provide 
customers with sales-clerk service or self- 
service, whichever is desired. 


Substitution of Creative for 
Defensive Activity 

The thesis has been suggested that self- 
service buying provides customers with 
the opportunity to engage in a kind of 
creative, absorbing, problem-solving ac- 
tivity.!? 

* Wroe Alderson, “A Functionalist Approach to 
Consumer Motivation,” Consumer Behavior and 
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Yet some evidence exists that customers 
frequently respond in a somewhat me- 
chanical, semi-automatic fashion when 
confronted with counters of goods bear- 
ing scores of brand images. The surpris- 
ingly high ratio of impulse purchases to 
planned purchases might tend to support 
this view." 

On the other hand, this impulsiveness 


Molivation, Vol. 53, No. 45 (Urbana, Illinois: 
Bureau of Economic and Business Research, Uni- 
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might simply be a passing manifestation 
of an emotional release by consumers still 
overwhelmed by their ability to buy a 
large amount of luxury-type goods. Or 
again, it might be a consequence of less 
shopping preparation and sufficient pur- 
chasing power to absorb the luxury of 
“not bothering” to be efficient in buy- 
ing.’* In any case, consumers have demon- 
strated their preferences for this kind of 
“do-it-yourself” activity wherever it could 


versity of Illinois, February, 1956), p. 24. 

*C, John West, “Results of Two Years’ Study of 
Impulse Buying,” JOURNAL OF MARKETING, Vol. 15 
(January, 1951), pp. 362-363. 


reasonably be applied. 


“Henry Smith, Retail Distribution (London: 
Oxford University Press, 1937), p. 22. 


—_—————— MARKETING MEMO - 


The Illusion of Communication . . . 


This is a critical blind spot of business and advertising—the failure 
to understand people for what they really are. Worse than this is the 
complete lack of curiosity. In absolute contradiction to the experimen- 
tation on probing and verification which are basic methods in en- 
gineering and in the physical research responsible for the never ceasing 
floods of technological triumphs, business reverts from this attitude of 
the scientific mind to a naive and happy ignorance as it approaches 
the consumer. The same manufacturer with a corps of physicists, chem- 
ists and biologists researching his product thinks he can understand the 
human mind with no more equipment than any barefoot boy has. 

What advertising needs very badly is a fresh look at what it really 
is. Far too many advertisers use this powerful communication force 
only in the most rudimentary way—mere name identification and a 
claim or two which may or may not be important to people. 

It is high time that advertising developed a new philosophy for it- 
self revolving about these three factors: (1) a clear articulation of the 
fundamental purposes of the creative person, (2) a completely different 
understanding of the human process of communication which will 
afford entirely new insights on the attainment of meaning and persua- 
sion, (g) a basic knowledge of motivation, reflecting a far more accurate 
picture of the conditions that make men buy and act like people. 

Such a philosophy should lift advertising’s sights to new horizons of 
productivity, to new goals that never before seemed possible. 


—Pierre Martineau 
Motivation in Advertising 
(New York City: McGraw-Hill, 
1957), pp. 3 and 11, 








Myths About Convenience Food Costs 


processed ones? 
and effort? 


dollar in recent years? 





ECENTLY the House Agriculture Com- 
R mittee issued one of its periodic re- 
ports on Food Cost Trends. In analyzing 
the increased food expenditures of the 
average city family, it seized upon a point 
that has been made many times in recent 
years by members of Congress, and by 
newspaper and magazine writers. It said 
that while one of the reasons for higher 
costs was the shift in buying from pota- 
toes and cereals to more meats, poultry, 
and eggs, even more important was the 
fact that the “average city family in 1958 
purchased many more ready-prepared, 
fresh frozen, and specially packaged foods 
than in 1947-49. The increased payments 
to marketing and processing agencies rep- 
resent payments for additional services as 





@ About the Author. Bainbridge Crist is a member 
of the staff of Newmyer Associates, Inc., Washing- 
ton, D. C., a business reporting and public relations 
consulting firm. He has spent a number of years re- 
porting on the “price spread" controversy in Con- 
gress, and on the development of food cost market- 
ing data by the Department of Agriculture. 

Mr. Crist graduated from Harvard College in 
1939. He became a reporter on the Washington 
Star (1939-45), and then went into magazine work, 
first as associate editor of National Aeronautics 
(1945-46) and later as Washington editor of Tide. 

He served as head of the Trade Press and Trade 
Association Branch of the News Division at the Of- 
fice of Price Stabilization for almost a year during 
the Korean War before going to Newmyer Associ- 
ates in late 1951. Mr. Crist represents his firm in the 
Federal Statistics Users’ Conference. 


e BAINBRIDGE CRIST 


Do modern convenience foods cost a lot more than less highly- 


Are housewives really being extravagant in using them to save time 
Are they the real culprits in slashing the farmer's share of the food 


These are some of the questions that have been debated in Congress, 
the press, and within the food industry as pre-cooked meals, cake mixes, 
frozen fruits and vegetables, and a host of other convenience items 
have grown in popularity. In the past few years an increasing volume 
of material has been coming from the U. S. Department of Agriculture 
that throws more light on these controversial questions. 


well as higher costs for the same services 
as those performed in 1947-49.” 

What the food industry calls conven- 
ience foods has become an easy target. 
Since it obviously costs to process and 
package prepared foods, it seems quite 
logical to pin much of the blame for in- 
creased food marketing costs on these 
newer items which have grown so rapidly 
in popularity during the postwar years. 
In fact, they have been used not only as 
an explanation for the increase in market- 
ing costs, but for the decline in the farm- 
er’s share of the consumer's food dollar. 

Typical of this sort of comment was an 
item carried some months ago by a finan- 
cial journal, which observed that “market- 
ing costs take a growing share of the con- 
sumer’s food dollar.”? The main reason 
for this, it suggested, was that “housewives 
continue to demand more built-in-maid 
service, in the form of semi-prepared foods. 
The trend keeps boosting the labor share 
of retail food prices. Only 40 cents of the 
consumer's food dollar ended in the farm- 
er’s pocket in 1957, compared with 51 
cents a decade ago.” 

Similarly, a wire-service agricultural 
writer wrote that much of the decline in 

1Food Cost Trends; A Compilation of Data 
Relating Consumer and Farm Prices of Food, 
Committee on Agriculture, House of Representa- 
tives, 86th Congress, ist Session (June 1, 1959), 

. 10. 

* Wall Street Journal, March 18, 1958, p. 1. 
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the farmer’s share of the food dollar “re- 
flects the desire of today’s housewife to 
turn over to others the task of preserving, 
preparing, and even cooking family 
meals.’’$ 

In one of its publications, the United 
States Chamber of Commerce sought to 
get the middleman off the hook of profit- 
eering charges with this explanation of 
the decline in the farmer’s share: “A large 
part of the decline in the farmer’s share 
of the consumer's food dollar has come 
about solely because of greater processing 
of foods. Increasingly, the modern house- 
wile buys precooked foods, just-add-water 
mixes, concentrated juices. This naturally 
means higher processing costs. But the 
blame can only be attached to research 
and to the consumer himself (or herself), 
who freely spends more money for this 
‘built-in-maid service.’ ’* 

Within the food industry, too, some 
have scized upon modern convenience 
foods as an explanation for the decline 
in the farmer's share. A prominent food 
chain executive told a New York State 
farm organization that “farmers will find 
most of the missing share of the consum- 
er's food dollar in the form of ready-fur- 
the-table and pre-cooked and pre-packaged 
meals. To put the servant there has cost 
millions of dollars. This is the price the 
housewile is willing to pay for getting 
out of the kitchen—for being the invisible 
cook.”’5 


PREVAILING VIEWS CHALLENGED 


Such quotations as these could be mul- 
tiplied many times over, but should suffice 
to demonstrate the widely held opinion 
that in recent years “built-in-maid” service 
has: 


1. Reduced the farmer’s share of the con- 
sumcer’s dollar. 

. Substantially increased food prices and 
the family food budget. 


*Ovid A. Martin (Associated Press), Washington 
Star, August 18, 1957, p. A-24. 

*“Farmers’ Costs," Economic Intelligence, Eco- 
nomic Research Department, No. 94 (May, 1956), 
» Be 

* Speech by the late Lansing P. Shield, President 
of Grand Union Co., at the 42nd annual mecting 
of the New York Farm Bureau as reported in the 
New York Journal of Commerce, November 109, 
1957, P- 23- 
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3. Added sharply to the total cost of the 
country’s food marketing bill. 


All three propositions are open to chal- 
lenge. In the past few years the U. S. De- 
partment of Agriculture has published a 
good many reports and studies tending 
to minimize the impact of convenience 
foods on marketing costs. Unfortunately 
they have received little or no attention 
from the general press, which has con- 
tented itself with focusing almost exclu- 
sively on the farmer’s share statistics—one 
of the most abused and misinterpreted se- 
ries of figures issued regularly by the fed- 
eral government. 

Long before publication of this recent 
material there were many reasons for 
doubting the validity of these sweeping 
statements about the impact of conven- 
ience foods. A cursory examination of the 
“market baskets” used by the Bureau of 
Labor Statistics for the Consumer Price 
Index, or the Agriculture Department for 
the farmer’s share series, would have 
shown that new convenience foods repre- 
sented an excecdingly small portion of the 
foods involved in these measures. Both 
agencies use a fixed quantity of products. 
These are adjusted periodically to reflect— 
among other things—changes in buying 
habits; but in the short run they do not 
reflect a switch, for instance, from unserv- 
iced foods to built-in-maid service prod- 
ucts. 


THE FARMER'S SHARE 

How is the farmer’s share determined? 
In very simple te.ms, the Department 
takes a market basket of domestically pro- 
duced foods and estimates what part of 
the retail cost or value was received by 
the farmer and what part by marketing 
agencies. This is the so-called marketing 
margin, which covers transportation, 
processing, and distribution—all costs in- 
curred between the farm gate and the 
check-out counter. The farmer’s share 
merely expresses, as a percentage, the dol- 
lars-and-cents farm value of the retail 
cost of the basket. At the present time the 
basket is based upon the average quanti- 
ties of domestically produced foods pur- 
chased by wage and clerical workers in 
1952. 





MYTHS ABOUT CONVENIENCE FOOD COSTS 


Comparatively few modern convenience 
foods are priced in the basket. The rela- 
tive importance attached to a priced 
item in most cases is based on estimated 
expenditures not only for that commodity 
but for unpriced items in that group. 
Even when some of the new products, 
such as frozen green beans, peas, straw- 
berries, and orange concentrate, were 
added at the beginning of 1953, the im- 
pact of processed foods was largely offset 
by greater weight given some items on 
which the farmer’s share is relatively high, 
such as poultry and eggs. As of January, 
1957, the relative importance of these 
frozen fruits and vegetables in the retail 
cost of the basket was 1.3 per cent; the 
relative importance of biscuit mix was 

.7 per cent. 

Hence, the suggestion that the farmer’s 
share has fallen in recent years because 
housewives have been rushing to the su- 
permarkets more and more for modern 
convenience foods is slightly silly. In sum- 
mary: 


1. Changes in buying patterns are reflected 
only over an extended period of time. 

. Even with the latest revision of the Agri- 
culture market basket, modern conven- 
ience foods have little relative im- 
portance. 

. The farmer’s share is a percentage that is 
affected, not just by changes in marketing 
costs, but by movements in farm prices. 


IMPACT ON FAMILY BUDGET 


Now, consider the question of how much 
built-in-maid service may be adding to the 
family budget. This naturally poses the 
basic problem of just what products fall 
in the category of modern convenience 
foods. Home economists of the Depart- 
ment of Agriculture have divided con- 
venience foods into “old” and “new” ones, 
admittedly on an arbitrary basis. The new 
ones, which are the ones we are primarily 
concerned with here, inc!ude frozen con- 
centrated fruit juices, frozen fruits and 
vegetables, instant coffee, cake mixes, 
brown-and-serve rolls, non-fat dry milk, 
and baby-food mixtures. 

On the basis of figures from the 1955 
household consumption survey of the De- 
partment, the home economists estimated 


that these new convenience foods took 
only 4 per cent of the food dollar of the 
urban households of two or more.® Since 
the survey showed that urban households 
of two or more spent approximately $26 
a week for food at home,’ this indicates 
that the amount spent for new conven- 
ience items was only slightly over $1: a 
week or around $54 a year. This, it should 
be emphasized, was the total amount spent 
weekly for new convenience foods—not an 
additional amount or premium for serv- 
ices. 

Other readily available statistics bear 
out the conclusion that these new prod- 
ucts, despite the sensational and phenom- 
enal growth in their sales, still represent 
a relatively small percentage of food sales. 

Take, for instance, the annual survey 
of Food Field Reporter. In 1955—the same 
year as the household consumption sur- 
vey of the Department of Agriculture— 
food product sales of grocery stores 


amounted to $31,806,610,000.8 Out of this 
total, frozen fruits, vegetables and juices 
amounted to $521,410,000 or 1.64 per 


cent; frozen prepared foods, $261,040,000 
or 0.82 per cent; prepared mixes, $235,- 
490,000 or 0.74 per cent; instant coffee, 
$323,250,000, or 1.02 per cent; and canned 
baby foods, $186,790,000 or 0.59 per cent. 

Thus, the ultimate in the much talked- 
about built-in-maid service, namely, pre- 
cooked foods, accounted for less than 1 
per cent of the total in 1955. While sales 
of products in these various categories 
went up another $475 million by 1958, 
they still represented less than 5% per 
cent of grocery store food sales.® It should 


*“City Folks and Convenience Fools,” Agri- 
cultural Research, Agricultural Research Service, 
U. S. Department of Agriculture, Vol. 5, No. 9 
(March, 1957), pp. 8-9. 

"Food Consumption of Households in the 
United States, U. S. Department of Agriculture, 
Report No. 1 (December 1956), p. 11. 

*Dr. Paul C. Olsen, “1957 Food-Store Volume 
Gains 9.4% to $43,040,000,000," Food Field Re- 
porter, Vol. 26, No. 18 (September 1, 1958), 
pp. 12-16. Figures on grocery stores exclude sales 
by delicatessens, dairy stores, bakcrics, meat and 
fish markets, candy stores, fruit and vegetable 
markets, and egy dealers. 

*Dr. Paul C. Olsen, “1958 Food Spending Is 
Studied in Detail,” Food Field Reporter, Vol. 27, 
No. 18 (August 31, 1959), pp. 17-18. 
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be pointed out that the 51 per cent refers 
only to the categories selected as examples 
of modern convenience foods, and not as 
a total for every possible new convenience 
item. 

Still other sources might be cited on 
this point. An Agriculture Department 
study on Production of Frozen Prepared 
Foods, 1954-55, for instance, said that 
frozen prepared foods “make up a rapidly 
growing segment of the food industry,” 
but at the same time noted that they “con- 
stitute a relatively small portion of all 
foods—about 3 pounds—out of more than 
1,500 pounds consumed per capita.”?° 

And an economist of the Agricultural 
Marketing Service has commented: “Many 
of the rapidly growing products are com- 
paratively new. In spite of their rapid 
growth, they are still relatively unim- 
portant in the total output of the food 
manufacturing industries.”"! To support 
this point, he says that, on the basis of 
Federal Reserve indexes constructed from 
the Census of Manufacturers, frozen foods, 
flour mixes, and other new products ac- 
count for only a small part of the value 
added by the food manufacturing indus- 
tries. It is estimated that frozen foods ac- 
counted for between 2 and g per cent of 
the total in the “food and kindred prod- 
ucts group other than the beverage indus- 
tries.” 


NEW COST EVIDENCE 

Since the household consumption sur- 
vey of 1955, the Agriculture Department 
has developed another study which, if 
backed by further and more comprehen- 
sive research now under way, demolishes 
even more conclusively the exaggerated 
statements about convenience food costs. 

This was a pilot study conducted in 
Washington, D. C., during December, 
1957, in which the Agricultural Market- 
ing Service sought a preliminary answer 
to the question of how much more con- 


® Agricultural Marketing Service, U. S. Depart- 
ment of Agriculture, Marketing Research Report 
No. 170 (May 1957). p. iii. 

"Forrest E. Scott, “The Food Markcting In- 
dustries—Recent Changes and Prospects,” The 
Marketing and Transportation Situation, U. S. 
Department of Agriculture, MTS-127 (November, 
1957), P- 20. 
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venience foods—both old and new—cost 
than those foods for which they are sub- 
stituted. AMS researchers took 126 prod- 
ucts, 63 “unserviced” and 63 “serviced,” 
including instant coffee, prepared mixes, 
frozen fruits and vegetables, and various 
meat, pr y, and fish items that had 
been prepared to some extent. Frozen pre- 
cooked dinners were omitted because “no 
accurate ingredient or yield data were 
available” at the time of study, but AMS 
concluded that on the basis of the Food 
Field Reporter surveys they “may be rel- 
atively unimportant.” 

To measure the impact of convenience 
foods in terms of the average consumer's 
budget, the price of each convenience 
food or group of foods was weighted by 
the percentage the average consumer nor- 
mally allocates to it. On this basis, AMS 
found that a consumer who bought $100 
worth of “unserviced” foods in three 
Washington supermarkets would have had 
to pay only 61 cents more for the equiv- 
alent quantity of “serviced” foods. This 
is a difference of less than 1 per cent.1? 

Moreover, the AMS researchers went on 
to say in their report that many processed 
foods are less costly than the price com- 
parisons indicated, since they did not take 
into account certain home preparation 
costs, such as gas, electricity, detergents, 
and scouring pads. They acknowledged 
that the pilot study did not provide a final 
answer to the cost question, and said fur- 
ther studies were needed to cover various 
geographical areas and different seasons 
of the year. These are now under way. 

To avoid misunderstanding, it should 
be emphasized again that “serviced” items 
in this test included both old and new 
convenience foods—it went well beyond 
modern built-in-maid service. And, as a 
matter of candor, it must be acknowledged 
that some of the newer convenience foods 
were definitely more expensive than the 
comparable unserviced commodities. But 
the test does indicate that the whole trend 
toward providing more and more services 


“Roland G. Harris and Philip B. Dwoskin, 
“Convenience Foods and Their Cost to Con- 
sumers,” The Marketing and Transportation Sit- 
uation, U. S. Department of Agriculture, MTS-130 
(July, 1958), p- 32. 
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—from slicing bacon and bread to pro- 
viding frozen French fries—has apparently 
added comparatively little to food costs. 


TIME AND COST STUDY 


Without doubt the most widely publi- 
cized comparative time-and-cost test was 
made by Gertrude Weiss of the Agricul- 
tural Research Service of the Department 
in 1953. This was the test which has been 
cited, time after time, by the food industry 
as proving that housewives can cut their 
time in the kitchen from 5.5 hours a day 
for home-prepared meals to 1.6 hours for 
ready-to-serve meals. It showed that the 
cost of the meals for a family of four was 
$4.90 for home-prepared meals as against 
$6.70 for ready-to-serve meals (including 
the cost of fuels).1% 

Since this indicates ready-to-serve meals 
cost a third more, it may appear contra- 
dictory to the later data. But there are a 
few points to note about the 1953 study. 
It was based upon menus for three meals 
a day for two days for a family of four, 
with menus planned in terms of foods 
available in the market in three stages 
preparation—‘““home preparation,” “par- 
tially prepared,” and “ready-to-serve.” 
These menus were “more varied and ex- 
pensive than the everyday meals of most 
families.” They could be described as hol- 
iday meals, “with all family members at 
home and with meals more elaborate and 
generous than usual.” At another point 
the comment is made that the “family is 
larger than average; all meals are served 
at home; the menus are somewhat more 
liberal and costly than average.” 

In short, the menus used in the test did 
not reflect, nor pretend to reflect, the aver- 
age buying pattern of the average family. 
Moreover, some of the items used in the 
menu for “partially prepared” foods more 
nearly corresponded to the housewife’s 
concept of built-in-maid service than some 
of the items in the ready-to-serve menus. 
These partially prepared foods, inciden- 

“™“Time and Money Costs of Meals Using 
Home- and Prekitchen-Prepared Foods,”  state- 
ment from a panel discussion at the gist Annual 
Outlook Conference, U. S$. Department of Agri- 
culture. October 29, 195%. This was reprinted in 


the Journal of Home Economics, Vol. 6, No. 2 
(kebruary, 1954). 


tally, cost $5.80 a day—an amount just half- 
way between the two extremes. An ex- 
amination of the test meals shows that 
the ready-to-serve menus included such 
purchased items as corn muffins, raisin 
cookies, sherbet, angel cake, potato salad, 
rolls and apple pie, while the intermedi- 
ate menus included prepared corn muffin 
mix, prepared mix for raisin cookies, sher- 
bet and angel cake, partially baked rolls 
and packaged mix, and canned apples for 
pie. 


IMPACT ON JU. S. FOOD BILL 

As for the total cost of marketing food 
in this country, there are no precise esti- 
mates of the impact of built-in-maid serv- 
ice, although here again it appears to be 
much less than commonly supposed. In 
December, 1955, AMS economists esti- 
mated that $6 billion of the $23 billion 
increase in food marketing costs from 
1940 to 1955 was accounted for by new 
services.'4 (Marketing expenditures have 
risen since then, but the $6 billion figure 
still stands.) 


In one sense, it is a real compliment to 
the self-promotion job of the convenience 
food industry that it has managed to as- 


sociate itself with the word “service.” The 
New York Herald Tribune, for instance, 
in commenting editorially on this pam- 
phlet, used the title, “Built-in-Maid Serv- 
ice: $6 Billion.’5 The editorial writer, 
quite incorrectly, interpreted the report 
to mean that all of the $6 billion was ac- 
counted for by built-in-maid service. 
Such is not the case. The word “service” 
covers many things besides additional 
processing. It covers, for instance, the in- 
creased services the marketing system 
must provide when there is a population 
shift—as there has been—from the farms 
to urban areas. And it covers increased 
demand for restaurant meals. The present 
author has been informed by those who 
worked on the pamphlet that increased 
use of convenience foods was probably a 


minor factor in the $6 billion—far more 


™ Marketing Costs for Food, Agricultural Mar- 
keting Service, U. S. Department of Agriculture, 
Miscellaneous Publication No. 708 
1955), Pp. tt. 

“New York Herald Tribune, January 5, 1956, 
p- 18. 
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significant was the tendency of families to 
eat out more frequently. 

These points have been brought out in 
greater detail in subsequent material of 
the Department. A recent series estimat- 
ing farm food expenditures, valued at the 
point of purchase, takes into account the 
extra cost of restaurant meals, while sub- 
tractions are made for food purchased at 
less-than-retail to cover direct sales of 
manufacturers and wholesalers and farm- 
ers’ sales to consumers.'® 

One of the tables in the issue compared 
the new statistics with the regular series 
of AMS, showing the cost of farm foods 
valued entirely at the retail store level. 
On the basis of retail store prices, food 
costs went from $13.4 billion in 1938 to 
$50.4 billion in 1957, while food costs 
valued at the point of purchase rose from 
$13.6 billion to $55.1 billion. The ex- 
planation offered was this: “Since 1938 
the addition made for the extra cost of 
service for food eaten in restaurants and 
other eating places, which we call ‘restau- 
rant service cost,’ has increased fivefold, 
while the deductions made for less than 
retail store prices have declined. Thus, 
the restaurant service cost has accounted 
for the growing difference between the 
two series,”"!7 

On the basis of revised figures, the ar- 
ticle said that per capita food expendi- 
tures had increased 18 per cent from 1948 
to 1957. It expressed the view that “sub- 
stitution of convenience foods for foods 
embodying less processing or other mar- 
keting services apparently accounted for 
only a minor part of the rise. . . .”18 Ad- 
vancing prices accounted for more than 
half of the increase. Other factors: the in- 
crease in eating away from home, which 
may have accounted for 5 per cent of the 
per capita rise; purchase of more foods 
and more expensive foods; and the sub- 
stitution of purchased foods for home 
grown commodities, partly as a result of 
the decline in farm population. 


Marguerite C. Burk and Forrest E. Scott, 
“Consumer Expenditures for Food,” The Market- 
ing and Transportation Situation, U. S. Depart- 
ment of Agriculture, MTS-131 (November 1958), 
pp. 21-28. 

** Same reference as footnote 16, pp. 22-23. 

Same reference as footnote 16, p. 18. 
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WHY SO LITTLE IMPACT? 

Assuming then, for the sake of argu- 
ment, that modern convenience foods have 
added comparatively little to the average 
family food budget or the over-all market- 
ing bill, the question logically follows, 
“Why not?” Obviously it costs money to 
shell peas, slice beans, shuck corn, squeeze 
oranges, cook meat, and fry chicken .. . 
and then freeze and package them. Many 
apparently assume that these processing 
costs represent gross additions to the price 
of comparable, unserviced products, and 
herein probably lies one of the major 
causes of widespread misconceptions about 
the cost of built-in-maid service. 

The flaw in the reasoning here is that 
processing is only one element of market- 
ing costs. There are others, such as ware- 
housing and transportation. The transfor- 
mation of raw commodities into processed 
foods often results in significant reduc- 
tions in some of these other costs. It 


is this very complex series of counter- 
movements—with some costs going up and 
others down—that must be evaluated in 
determining the real impact of built-in- 


maid service upon prices. 

Some of the offsetting factors of process- 
ing costs were pointed out in the testi- 
mony of Robert H. Bingham, Vice Pres- 
ident of the Grocery Manufacturers of 
America, Inc., in his 1957 testimony be- 
fore the House Agriculture Consumers 
Study Subcommittee. A similar analysis 
was offered by the Agriculture Depart- 
ment in November, 1957: “Many of the 
processed and prepared foods on today’s 
grocery shelves cost little if any more than 
the same food in less highly processed 
form, The savings in costly transportation 
and storage of highly perishable products 
and, in some instances, substantial econ- 
omies resulting from new _ technology 
have offset the cost of added processing 
for many products. Frozen concentrated 
orange juice is an outstanding example of 
savings in transportation more than off- 
setting processing costs. .. .”29 

Some months after publication of this 


* Farm-Retail Spreads for Food Products, Agri- 
cultural Marketing Service, U. S$. Department of 
Agriculture, Miscellaneous Publication No. 741 
(November, 1957), p. 51. 
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report, AMS economists very clearly illus- 
trated how these offsetting factors worked 
in the case of orange concentrates. They 
presented a breakdown on marketing 
margins and grower returns, for 24-ounce 
equivalents of fresh, frozen and canned 
Florida orange juice, in New York and 
Chicago for November-May, 1956-57 and 
1957-58. Taking the pre-freeze period of 
November-May, 1956-57, for New York, 
the figures show that: 


1. Frozen concentrate was 18.1 cents at re- 
tail for 24 ounces, as against 27.4 cents 
for fresh. 

. Picking and hauling costs were 1.3 cents 
for frozen, 1.4 cents for fresh. 

. Processing costs for frozen were 6 cents, 
compared with only 3.3 cents for packing 
fresh oranges. The “invisible maid,” do- 
ing her much publicized squeezing of 
oranges for busy housewives, added 2.7 
cents at this point of the marketing 
system. 

. But the transportation costs of frozen 
concentrates were only 0.9 of a cent, con- 
trasted with 4.6 cents for fresh, a saving 
which more than offsets the invisible 
maid. 

. And the wholesale-retail margin was 12.7 
cents for fresh, compared with 4.2 cents 
for frozen. (In the case of fresh oranges, 


the wholesale-retail margin represented 
the retail price less terminal selling 
charges and auction price.)?° 


This is not to suggest, of course, that 
all modern convenience foods show up 
as favorably costwise as in the case of 
fresh orange juice vs. orange concentrate. 
Some convenience foods definitely cost a 
good deal more, others cost roughly the 
same, and still others a bit less. But this 
analysis does illustrate the importance of 
evaluating counter-movements in costs; it 
does show rather graphically that intro- 
duction of “maid” service at the process- 
ing level does not necessarily represent a 
gross addition to the cost of the product. 

The invisible maid deserves thanks 
from the housewife—thanks for saving her 
trouble, time, and effort in preparing 
meals . . . thanks for being so inexpen- 
sive. But it is time to stop making her the 
“goat” every time the Consumer Price 
Index nudges upward, or the farmer's 
share moves downward. 


*John K. Hanes, “Marketing Margins for 
Fruits and Vegetables,” The Marketing and 
Transportation Situation, Agricultural Marketing 
Service, U. S. Department of Agriculture, MTS- 
132 (January, 1959), Pp. 40. 
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The Outlook for Capital 
Spending in the 1960s 





HE dynamic capital goods market is 
gop of the largest and most volatile 
in our economy. When the sheer magni- 
tude of this capital goods market is ap- 
praised, it can be understood why it has 
such a significant effect on the course of 
the nation’s economy. In the thirteen 
years, from 1946 through 1958, American 
business spent on new plant and equip- 
ment almost half a trillion dollars—to be 
exact, $437 billion. During 1959, almost 
one out of every ten dollars spent for all 
goods and services—the Gross National 
Product—was tagged for factory construc- 
tion and machinery. 


THE IMPORTANCE OF CAPITAL SPENDING 


Not only is the capital goods market 
immense but, like the stock market, it 
fluctuates. What happened to capital 
goods spending and to the entire economy 
in the two major recessions of the post- 
war period? In both 1948-49 and 1957-58 
sizable changes took place both in the 
economy and in the capital goods market. 

In the first business downturn, that of 
1948-49, the decline from the high point 
to the low point in plant and equipment 





®@ About the Author. Andrew J. Cullen is Director of 
Research for Newsweek, Inc. He is the originator 
of the capital appropriations pt for measuring 
trends in capital spending and has worked closely 
with the National Industrial Conference Board in 
the development of this important project. 

Prior to joining Newsweek in 1949, Mr. Cullen was 
a principal in the consulting firm of James E. 
Jump & Associates. A graduate of Fordham Uni- 
versity, Mr. Cullen holds a B.S. in Business Admin- 
istration. 
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Capital goods spending is a vital element in the structure and move- 
ment of the nation's economy. 

The following article reviews the development of a new and impres- 
sively accurate study in this vital field. in addition, the outlook for 
capital spending in the 1960s is reviewed. 


spending was 16 per cent. But the rest 
of the Gross National Product declined 
less than 2 per cent. 

In the 1957-58 recession the capital 
spending decline was again perhaps the 
most important single causative factor. 
Business expenditures on plant and equip- 
ment fell by almost 15 per cent from top 
to bottom, while the rest of the GNP de- 
clined by only 3 per cent. About one- 
third of the total drop in over-all busi- 
ness was accounted for by the drop in 
capital spending. 

Experience has impressively shown how 
large, variable, and important the capital 
goods market is. It is obviously of the 
greatest importance to the business analyst 
to be able to forecast major changes in 
that area. Even if the individual firm does 
not itself sell capital goods, it should have 
some information about future trends in 
capital spending because this is so crucial 
in determining what will be happening to 
business. 


MEASURING CHANGES IN 
CAPITAL SPENDING 

How are changes in capital spending 
forecast? Since World War II, the most 
commonly and widely used technique has 
been the survey method. In a nutshell, 
business firms are asked what they esti- 
mate they are going to spend. Early each 
year, the Department of Commerce, in 
conjunction with the Securities and Ex- 
change Commission, ask many business 
firms how much they intend to spend in 
the coming year. The replies they get are 
drawn from the firms’ capital budgets. 


57 
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There are several shortcomings with 
this method. First, the capital budget is 
an estimate of the anticipated cost during 
the calendar year, not only of existing 
projects that have already been approved 
but also of those which have not yet been 
approved and may never be approved. But 
more important is the fact that an annual 
survey presumes that businessmen are 
highly inflexible in their planning. Do 
businessmen make only one capital spend- 
ing decision a year and then stick to it, or 
is the capital spending program under 
constant review and revision? If condi- 
tions change in the middle of the year, 
will businessmen stick by the plans they 
had at the beginning of the year? Experi- 
ence clearly indicates that business deci- 
sions are subject to change, and do indeed 
change frequently throughout the year. 

Dissatisfied with the state of knowledge 
about how businessmen actually plan and 
execute capital spending programs, News- 
week decided to make an intensive case 
history field survey. About five years ago 
this study was conducted in the Milwau- 
kee area. Capital spending decisions were 
examined in great detail to determine how 
they were made and carried out. 

It was found that most large businesses 
have a highly formalized procedure for 
planning and executing capital spending 
programs. The procedure is somewhat as 
follows. First, there are formal proposals 
for capital expenditures coming from all 
levels of management. In multi-establish- 
ment firms, such recommendations flow 
from numerous divisions and subsidiaries. 
These proposals are then subject to care- 
ful review, usually by the top manage- 
ment—the Board of Directors, the chief 
executive officers, and the executive com- 
mittee. Before any money can be spent, 
the proposal must be formally approved 
by management. Only then can orders be 
placed and expenditures made for capital 
equipment and plant construction. Fur- 
thermore, these approvals are formally re- 
corded on company records. They are kept 
by the company as a control and review 
of capital spending. It is from this record 
of approvals and anticipated approvals 
that the annual capital budgets are drawn 


up. 
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However, the budgets are merely esti- 
mates of the amount of approved expendi- 
tures expected to be spent during the year. 
But the actual business decisions take the 
form of approvals, and the actual deci- 
sions loom as the vital dimension to be 
measured. 


THE CAPITAL APPROPRIATIONS SURVEY 

With this information on capital spend- 
ing decisions, Newsweek approached the 
National Industrial Conference Board and 
proposed that it conduct a continuing 
quarterly survey of capital appropriations 
under the financial sponsorship of News- 
week. After preliminary studies, which in- 
dicated that the majority of large com- 
panies kept records of appropriations and 
were willing to provide such data to the 
Conference Board, the study was launched 
in early 1956. 

The survey covers the thousand largest 
manufacturing companies in the country. 
Experience has shown that capital outlays 
by manufacturing companies fluctuate 
much more widely than capital spending 
as a whole. In addition, the top thousand 
manufacturing companies represent two- 
thirds of the assets of the entire manu- 
facturing field and spend three-quarters of 
all capital outlays made by all manufac- 
turers. Thus, the survey represents a large 
and probably the most volatile segment 
of total capital spending in the country. 
Close to six hundred of these giant com- 
panies submit appropriation reports every 
quarter. These companies represent over 
three-quarters of the total assets of the 
thousand-company sample. 

The capital appropriation represents 
the formal company decision to spend for 
capital goods. It approves certain expendi- 
tures, and in many companies is called an 
authorization. Without this authorization, 
the money cannot be spent. The actual 
expenditures may not appear for many 
months or even years after the appropria- 
tion, but the fundamental planning deci- 
sion has been made. 

Furthermore, from a marketing point 
of view these decisions are frequently 
made long before_the seller of capital 
goods is aware that such a spendifig de- 
cision is being considered. Thus, informa- 
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tion is obtained about the spending deci- 
sion at the time it is made. Also, the 
appropriations figures are objective data; 
they. are an historical record of basic man- 
agement decisions. Although historical, 
they cast a great deal of light on future 
activities. They foreshadow future events. 

In the capital appropriations survey, a 
battery of statistical indicators is collected 
which give a complete picture of the 
capital spending decision process. Here is 
how it works. 


The Vital Statistics 


Table 1 details the structure of the sur- 
vey. When the third quarter of 1959 be- 
gan, the thousand largest manufacturers 
had an estimated $7.50 billion of past 
appropriations which had not yet been 
used. To this backlog, they added $2.46 
billion in appropriations newly approved 
during the quarter. 

Of this total of $9.96 billion in appro- 
priations available, they spent or placed 
orders for $2.26 billion and cancelled 
$0.17 billion. This left at the end of the 
quarter $7.55, billion in appropriations as 
yet unused. Their actual spending in early 
1959, shown in the last line of table 1, was 
$2.26 billion. 

Every co-operating company submits 
each of these six items of information 
which go to. form a consistent whole. Not 
only is the volume of new capital appro- 
priations approved during the quarter of 
significance but also the volume of unused 
appropriations, whether it is growing or 
falling. 

For example, the data indicate how long 
appropriations already approved will last 
at the current rate of spending. At the end 
of the third quarter of 1959, appropria- 
tions already approved would last over 
ten months at the current rate of spend- 
ing. 

The cancellation figures provide an- 
other measure of business confidence; as 
cancellations fall, it can be inferred that 
business confidence is on the rise and vice 
versa. Finally, the trends in actual spend- 
ing can be followed. And this informa- 
tion is all available for every sector of the 
manufacturing industry. 


Accuracy of Appropriations Indicator 


The real test of any indicator is how 
well it works. No matter how well it can 
be demonstrated that the appropriations 
approach ought to work, that it made 
good sense, that it was internally consist- 
ent, the crucial question is—“How well 
has the capital appropriations study 
worked as an indicator in the past?” De- 
spite the relatively short time the survey 
has been in operation, it already has of- 
fered striking proof of its usefulness as 
an accurate indicator of future capital 
goods spending. 

Figure 1 documents the validity of this 
claim. It shows the percentage change for 
manufacturers’ appropriations in each 
quarter compared to the same percentage 
comparison for capital spending. The 
spending figures are taken from the Com- 
merce Department's figures on capital 
spending by manufacturing firms. 

The figure shows how the appropria- 
tions series leads the spending series. 
Capital appropriations are indicated by 
the solid line, and capital expenditures by 
the dotted line. The figures show that in 
the first quarter of 1956, new appropria- 
tions were significantly higher—45, per cent 
—than a year earlier. The second quarter 
of 1956 showed an increase in appropria- 
tions of about 34 per cent. In the third 
quarter of 1956, however, capital appro- 
priations turned down significantly and 
showed a decrease over the previous year. 
It was not until over twelve months later 
that the spending line showed a decrease. 
In other words, the downturn in capital 
appropriations led the downturn in cap- 
ital spending by over a year. 

Again, referring to Figure 1, appropria- 
tions hit bottom in the first quarter of 
1958. This was six months before the 
spending decline hit bottom. It is also in- 
teresting that the decline in appropria- 
tions was of about the same size as the 
decline in spending. Indeed it would have 
been difficult, given the huge cutbacks in 
appropriations in 1956 and 1957, to fore- 
see anything but a sizable drop in spend- 
ing in 1957-58. That is what Newsweek 
forecast at the time, and that is what hap- 
pened. 

The appropriations decision generally 
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FicukE 1. Quarterly per cent changes in capital appropriations and capital expenditures 
in manufacturing. 


takes from six months to a year to be 
turned into capital spending—sometimes 
even longer. On this basis, the appropria- 
tions made in the third quarter of 1959 
indicated what to expect in capital spend- 
ing in late 1959 and early 1960. The pic- 
ture painted in this survey was a bright 
one. Compared to the third quarter of 
1958, the appropriations data for the 
third quarter of 1959 were up 55 per cent. 
Figure 1 shows the last time that new ap- 
propriations approached that level was 
in early 1956. 


Appropriations by Industry 


Table 2 permits an examination of the 
appropriations data in some greater de- 
tail. (This table is based on reporting 
companies only, while Table 1 is a projec- 
tion to all one thousand companies. Thus, 
the totals will vary.) This table shows the 
changes in new appropriations from the 
third quarter of 1958 to the third quarter 


of 1959—for fifteen separate manufactur- 
ing industries. Thus, the appropriations 
figures enable the market analyst to pin- 
point changes in current appropriations 
and prospective spending by industry. 
The table shows that both the durables 
and nondurables industries had substan- 
tial increases in appropriations over a 
year ago. Durables appropriations were 
up 39 per cent, and nondurables were up 
66 per cent. The electrical machinery and 
equipment industry was the big leader in 
this increase in appropriations by 293 per 
cent. The nondurables advance was con- 
centrated primarily in the chemical and 
paper industries. Every industry, except 
three, was higher than a year earlier. The 
only exceptions were iron and steel, af- 
fected at the time by a strike; machinery, 
except electrical; and other nondurables. 
The third quarter increase in appro- 
priations continued a trend which started 
in the first quarter of 1959. This rise in 
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TABLE 2 
NEWLY APpPpROvED CAPITAL APPROPRIATIONS FOR REPORTING COMPANIES* 
Money figures in millions of dollars 











% Change 
Ist Ist 
9mos. 9 mos. 
"59 59 
Ist Ist 
111’59 =Q9mos. 9mos. 
111 ’58 "58 "57 





111’59 =—-« TI1°58 





All manufacturing 

Durable goods industries 
Primary iron and steel 
Primary nonferrous metals 
Electrical machinery and equipment 

Machinery, except electrical 
Transportation equipment” 
Stone, clay and glass products 
Fabricated metals products 
Other durable goods industries* 


Nondurable goods industries 
Food and beverages 
Textile mill products 
Paper and allied products 
Chemicals and allied products 
Petroleum and coal products 
Rubber products 
Other nondurable goods industries* 


1,166 53 43 — 6 
39 66 


48 


184 

9 

§ 168 
26 —8l 





* Based upon 500 reporting companies. Industry totals may not add up because of rounding. 


» Ine'udirg motor vehicles. 


© Includes lumber products, furniture and fixtures, instruments, ordnance and miscellaneous manufactures. 
4 Includes apparel and related products, tobacco, leather and leather products, printing and publishing. 


Source: Tuk Converence Boarp 


capital appropriations during the first nine 
months of 1959 will be translated into 
spending increases, extending into the 
second half of 1960. 


THE OUTLOOK FOR CAPITAL SPENDING 
IN THE 1960s 

What are the prospects for capital goods 
spending for the years beyond 1960? By 
making a few simple assumptions, a rough 
projection for the 1ig60s can be made 
which will serve as a guide for market po- 
tentials. Between 1948 and 1958 the Gross 
National Product increased 35 per cent in 
real terms, that is, after “washing out” 
the price rise. If it is assumed that this 
rate of growth will be continued in the 
next decade, then it follows that by the 
end of the 1960s the GNP in today’s prices 
will be about $200 billion higher than 
this year. The total GNP for the decade 
of the 1960s as a whole will be just under 
$6 trillion. 

It can also be assumed that the propor- 
tion of all goods and services going to 
capital spending by business over the next 


ten years will be about the same as it was 
in the 1920s and also in the years after 
World War II. (The period of the great 
depression of the 1930s is not included in 
this analysis.) Following these guide lines, 
it is estimated that roughly 10 per cent 
of the GNP will continue to be spent on 
capital goods. On this basis, the capital 
goods market in the 1960s will be about 
$600 billion for the decade as a whole. It 
will average just under $60 billion per 
year, rising to almost $70 billion by 1969, 
all in today’s prices. 

The next decade should see a continued 
expansion in the capital goods market. 
To be sure, there may be a few reverses 
in capital goods spending over the coming 
ten years, but the strong upward growth 
trend of the economy should limit these 
downturns. The capital goods outlook as 
a whole will be one of a strong and grow- 
ing demand. 

This long-term optimism is strength- 
ened by (1) the sharp “snap-back” from 
the recent recession in capital goods; (2) 
the continuing technical progress evident 
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in the year-by-year record rate of spending 
for research and development; (3) the 
population boom of the 60s, particularly 
the expected sharp rise in household for- 
mation in the second half of the decade; 
and (4) the constantly upward trend in 
capital investment per employee and re- 
duction in the ratio of production work- 
ers to the total work force. Obviously, as 
labor input is reduced, investment in plant 
and equipment must be constantly in- 


The constant wage pressures being put 
on management by powerful unions 
should lead to a further reduction in man- 
power requirements in the production in- 
dustries and a further increase in the 
utilization of machines. 

Finally, rising incomes and a growing 
population can be expected to provide a 
powerful stimulus to business investment 
in plant and equipment and thus help to 
satisfy the nation’s quest for an even 


creased. higher standard of living. 





MARKETING MEMO ————— 
Point of SaleIls Hard-Working .. . 


Point of purchase is probably the oldest form of advertising. It is 
hard to imagine a trader, no matter how long ago he lived, who did 
not have a message of some sort urging the potential customer to buy. 
Even if the message was only his name or license to trade, or a color- 
ful arrangement of pottery or rugs, it was point of purchase advertising. 
Many centuries before printing was invented, tradesmen made them- 
selves known and called attention to their wares by painted scenes and 
inscriptions. A sign in front of a shop, a bell carried in the hand, or a 
call to buy shouted from the cart—all these methods were used. 

Gutenberg is said to have ushered in the modern period of advertis- 
ing, including point of purchase, in 1450. In the Bodelian Library 
there is a small poster created by William Caxton advertising a service 
book, The Pyes of Salisbury Use. Issued in 1480, it was an authentic 
point of purchase piece. Everyone is familiar with such old time point 
of purchase pieces as the striped barber pole, the three gold balls above 
a pawnbroker’s shop, and the cigar store Indian. 


—Association of National Advertisers, Inc. 
with co-operation of the 
Point of Purchase Advertising Institute 
Advertising at the Point of Purchase 
(New York City: McGraw-Hill, 1958), p. 2. 
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Have you explored the possibilities of today’s electronic com- 
puters in sales forecasting? 

To make it possible for you to do this (and without having 
to install your own equipment), STATISTICAL provides 
computer service on a pay-only-as-used basis. It’s the prac- 
tical way to take advantage of the fastest and most accurate 
method of data-processing available. And the low cost is 
within easy reach of even the modest budget. 


To illustrate how this service can be adapted to sales prob- 
lems, a manufacturing organization had to estimse e the 



































size of a new product’s potential market. They decidcd to handle the job 
using multiple regression techniques, but the formidable computations 
presented real data-processing problems until STATISTICAL’s com- 
puter service took over. 


Our 650 computer equipment correlated five characteristics of the 
client’s customers with sales to each customer, and developed a multiple 
regression equation predicting how much any customer of a given size 
and other characteristics would typically purchase. 


The report was ready in a week. It enabled the client to establish 
realistic sales quotas and to pin-point weak areas in advertising and sales. 


It costs you nothing to investigate this timely computing service. Why 
not contact our nearest office today? 


GENERAL OFFICES: 
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Established 1933 


TABULATING - CALCULATING + TYPING Chicago + New York + St. Louis » Newark 
TEMPORARY.OFFICE PERSONNEL Cleveland + Los Angeles + Kansas City 
San Francisco + Milwaukee 
Philadelphia + Palo Alto 








The Forum... 


ROBERT FERBER, Editor 
University of IIlinols 





Trends in State Margarine 


Legislation 





ETWEEN the last half of the 1920s and 
B the first half of the 1950s, per capita 
butter consumption declined by about 
one-half, and total civilian butter con- 
sumption by one-third. At the same time 
per capita margarine consumption tripled, 
and total margarine consumption quad- 
rupled. 

At 1956 prices these trends represented 
approximately a $240 million income 
loss to dairy farmers, a $430 million loss 
in retail sales of butter, and a $240 million 
gain in retail sales of margarine. Although 





@ About the Author. George W. Ladd is Associate 
Professor of Economics and Sociology at lowa State 
College, where he specializes in agricultural market- 
ing research. A graduate of South Dakota State Col- 
lege in 1950, he received his M.A. from Michigan 
State College in economics in 195! and his Ph.D. in 
economics from the University of Illinois in 1955. 


This is Journal Paper No. J-3583 of the lowa Agri- 
cultural and Home Economics Experiment Station, 
Ames, lowa. Project No. 1355. 


e GEORGE W. LADD 


Between the late 1920s and the 1950s U. S. butter consumption de- 
clined by one-third, while margarine consumption quadrupled. One 
suggested cause is the repeal of various state laws which restricted the 
distribution of margarine. 

The author of this article shows how the validity of this argument 
can be tested. He adjusted national average time-series data to de- 
termine the effects of state laws, and shows how the repeal of laws pro- 
hibiting the sale of colored margarine has resulted in higher margarine 
consumption and lower butter consumption. 


these changes have offered dramatic mar- 
keting opportunities to margarine manu- 
facturers and distributors and oil-seed 
producing farmers, they have created 
serious problems for dairy farmers, butter 
distributors, and the makers of national 
agricultural policy. 

What has caused these trends? Are they 
likely to continue? 


METHOD OF ANALYSIS 


It is natural to use nationwide time 
series data in part of the analysis. But 
there is a methodological problem. One of 
the suggested causes for these trends is the 
removal by the states of various laws 
which restrict the distribution of mar- 
garine. Hence, use of nationwide data 
must be modified to account for interstate 
differences in the laws and in their dates 
of repeal. 

A useful approach to the prediction of 
national consumption is to use multiple- 
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regression analysis to relate annual con- 
sumption to consumer income, prices, and 
perhaps other factors. People living in a 
state which prohibits the sale of yellow 
margarine probably will change their 
butter or margarine consumption differ- 
ently in response to an income change 
than people who have yellow margarine 
available to them. This suggests the use 
of two income variables: income in states 
prohibiting yellow margarine, and income 
in states allowing its sale. 

Since it is necessary to classify each state 
into one group or the other each year, a his- 
torical summary was made of the perti- 
nent laws of each state for the years since 
1919. This summary covered state laws 
which (1) prohibited retail sales of yellow 
margarine, (2) levied excise taxes on mar- 
garine and (3) levied license fees on mar- 
garine manufacturers, wholesalers or re- 
tailers. Information acquired in this 
summary was used in several multiple- 
regression analyses of national time-series 
data. It was also used in some multiple- 
regression analyses of state data. 


Demand Equations 

Three different income variables were 
used in the multiple-regression analyses 
of national time-series data. One variable, 
call it I, was per capita disposable per- 
sonal income divided by the Bureau of 
Labor Statistics consumer price index 
(C.P.1.). Another, I,, was total disposable 
personal income of residents of states pro- 
hibiting the sale of yellow margarine 
divided by U. S. population and the 
C.P.I. The third, I,, was total disposable 
personal income of residents of states 
allowing the sale of yellow margarine 
divided by U. S. population and the C.P.I. 
Note that I = I, + I,. 

The dependent variables were annual 
per capita butter consumption, C,, and 
annual per capita margarine consumption, 
C,,, in the United States. 

The regression models were generally of 
the form 


April 1960 


used to study the distribution of total 
butter-plus-margarine consumption among 
the two. Another equation was used to 
determine their total consumption. The 
equations were estimated, using annual 
data for 1920-41, 47-49. 

In each equation the dependent vari- 
able, C,, or C,, appears on the right side 
of the equation as part of C,, + C,. Any 
variation in C,, or C, causes variation in 
C,, + C,. Hence, C,, + C, is not a true 
independent variable in the least-squares 
regression sense. The least-squares method 
is the standard method of simple and 
multiple regression presented in statistics 
textbooks. 

In situations such as the present, it is 
appropriate to use one of the simul- 
taneous equations methods of estimation." 
These methods are designed for use in 
situations in which variations in the de- 
pendent variable do affect one or more 
of the independent variables. The partial 
regression coefficients were estimated by 
a simultaneous equations method. 


Findings 

Among the statistically significant find- 
ings were these: 

(1) Neither butter nor margarine con- 
sumption is significantly related to the 
national average margarine price. 

(2) Margarine consumption is positively 
related to average butter price, and butter 
consumption is negatively related to 
average butter price. 

(3) Butter consumption is positively 
related to I,, and margarine consumption 
is negatively related to I,. 

(4) Butter consumption is negatively 
related to I,, and margarine consumption 
is positively related to I,. 

(5) An equation containing I rather 
than I, and I, showed that margarine 
consumption is not related to national 
average per capita income. 

Whenever a state repeals a prohibition 





(1) Cy, (or Cy) = by + b, (Cy + C,) + bP... + bP, + b,I, + b,I, 


P,, and P, are, respectively, the na- 
tional average margarine price and the 
national average butter price, both di- 
vided by the C.P.I. This equation was 





* Robert Ferber, “Sales Forecasting by Correla- 
tion Techniques,” JOURNAL OF MARKETING, Vol. 18 
(January, 1954), Pp. 219-232, esp. pp. 220-221. 
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on the retail sale of colored margarine, the 
effect is to reduce I, and increase I, by an 
equal amount. Findings (3) and (4) show 
that the effect is to reduce butter con- 
sumption and increase margarine con- 
sumption. From 1926-35, I, was 33 per 
ce. as large as I,, on the average; by 1949 
it was 82 per cent as large; by 1955 it was 
24 times as large as I,. The 1926-35, ratios 
were applied to postwar levels of income 
and population to estimate what butter 
and margarine consumption would have 
been in the latter years if no states had 
repealed their color prohibitions in the 
interim. Average results for the years 
1947-49 are shown in Table 1. Results for 
later years show even greater divergencies 
between actual and adjusted estimated 
consum tion. 

Model (1) is not sufficient to estimate 
what consumption would have been under 
these hypothetical 1947-49 conditions. 
Model (1) shows only how margarine con- 
sumption or butter consumption would 
be affected by variations in income if their 
sum and their prices remained constant. 
Variations in I, and I, might affect mar- 
garine price, butter price, and total butter- 
plus-margarine consumption. 

It is necessary to allow for the effect of 
variations in I, and I, on margarine and 
butter prices, and on margarine-plus-butter 
consumption, and to allow for the inter- 
action of these latter with butter con- 
sumption and margarine consumption. 
The results in Table 1 were obtained by 





(4) Q= b,c, b.c 


Taste | 


1947-49 AVERAGES OF BUTTER AND MARGARINE 
CONSUMPTION: EsTIMATED CONSUMPTION, AND 
ADJUSTED ESTIMATES 








Adjusted esti- 
Actual mated con- 
consumption sumption* 
(Pounds) (Pounds) 


Butter 10.4 18.5 1.78 
Margarine 5.6 2.3 Al 


Adjusted 
divided 


Product by actual 








* Computed using adjusted values of I, and I, as follows: 
I I 


Pp a. 
1947 917 285 
1948 927 288 
1949 926 288 

Actual values are: : : 


P a 
1947 827 375 
1948 775 444 
1949 667 547 


of margarine ingredients and an index of 
marketing costs and (d) An equation for 
the retail price of butter. 

For a simple example of the procedure 
followed, suppose one had estimated the 
coefficients in the two regressions 


(2) Q=b,+b,P + bY 
(3) Q=o+¢P+4+¢K+oW 


in which Q = sales by retailers = con- 
sumer purchases, P = retail price, Y = 
consumer income, K = an index of the 
cost of ingredients used in production and 
W = an index of wage rates. Suppose one 
had predictions of next year’s values of 
Y, K, and W and desired to predict Q and 
P. These two equations can be solved for 
Q and P in terms of Y, K, and W. This is 
a problem in algebra, solving two simul- 
taneous equations for two variables. 
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estimating margarine and butter prices, 
margarine consumption, butter consump- 
tion and butter-pius-margarine consump- 
tion from a set of five equations. 

Five multiple-regression equations were 
used: (a) Butter demand and margarine 
demand from Model (1). (b) Demand for 
butter-plus-margarine. (c) An equation 
relating retail margarine price to the cost 


The coefficients in the prediction equa- 
tions are obtained from the partial regres- 
sion coefficients. The predicted values of 
Q and P are obtained from the predicted 
values of Y, K, and W and from the predic- 
tion coefficients in (4) and (5). The Y, K, 
and W of this example correspond to I, 
and I,. The Q and P correspond to mar- 
garine consumption and butter consump- 
tion. 
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Retail Margarine Price 


The information obtained in the study 
of state laws was used to compute annual 
averages of the state excise taxes and 
license fees. Multiple-regression analysis 
of annual time-series data showed no 
significant relation between the annual 
average margarine price and annual 
average excise taxes or license fees. 

A multiple-regression equation was also 
computed, using 1948 data by cities. The 
dependent variable was the Bureau of 
Labor Statistics reported average retail un- 
colored margarine price for the city.? 
Among the independent variables were 
the margarine excise tax, the margarine 
wholesaler’s license fee, and the retailer's 
license fee levied by the state in which 
each city is located. 

Analysis revealed a 1-cent increase in 
the margarine price for each 4-cent ir- 
crease in the tax rate. This small increase 
helps to explain the failure to find a 
significant relationship between mar- 
garine price and average excise tax in the 
time-series analysis. In addition, there 
were never more than one-fourth of the 
states which levied a tax in any one year. 
When the slightly higher prices from the 
few states having margarine excises were 
combined with the prices from the larger 
number of states not having such taxes, to 
compute a national average price, the 
effect of the taxes would hardly be dis- 
cernible in the national average. 

Analysis of city data yielded contra- 
dictory results concerning the effect of 
state license fees on margarine prices. It 
indicated that wholesaler’s license fees 
raised the retail price but retailer’s license 
fees reduced it. The first finding is con- 
sistent with economic theory but the 
latter is not. It appears safe to conclude 
that license fees had little effect on retail 
margarine price. 

A fourth independent variable was the 
fraction of the year 1948 during which the 
state allowed the sale of colored mar- 
garine. The coefficient of this variable was 
positive, indicating that states .permitting 


?U. S. Bureau of Labor Statistics, Retail Prices 
of Food, 1948. U. S. Bureau of Labor Statistics 
Bulletin 965 (Washington, D. C.: U. S. Govern- 
ment Printing Office, 1949). 
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the sale of colored margarine had higher 
margarine prices. 


Number of Margarine Dealers 


From 1902 to 1950 every retail dealer 
in the United States who sold margarine 
was required to pay an annual federal 
license fee. This, of course, was in addi- 
tion to whatever license fee the state in 
which the store was located might levy. 
Each Annual Report of the Commissioner 
of Internal Revenue contained data on 
the number of federally licensed retail 
stores in each state. 

Multiple-regression analyses were run 
for 1939 and 1948 in which the dependent 
variable was the per capita number of re- 
tail stores in a state licensed to sell mar- 
garine. Data were used from the forty- 
eight states and the District of Columbia. 
In each year, the state excise tax on un- 
colored margarine had a negative partial 
regression coefficient, state per capita in- 
come had a positive coefficient, and the 
square of state per capita income had 
a negative coefficient. By the usual tests 
these coefficients were significant. When 
applied to such data, however, the usual 
significance tests are at best crude guides. 

A fourth independent variable was a 
dummy variable which had the value of 
zero for each state prohibiting the sale of 
yellow margarine and the value of one for 
each state allowing its sale. The partial 
regression coefficient was positive in 1939 
and negative in 1948. In neither year was 
it significant by the usual tests. 

The 1939 data were also analyzed an- 
other way. One regression was computed 
for states prohibiting the sale of yellow 
margarine, and another was computed for 
states allowing its sale. An analysis of 
variance indicated a significant difference 
between the regressions for the two groups 
of states. 


Changes in Consumer Preferences 


It is possible that changes in consumer 
attitudes toward margarine have been an 
important factor in increasing margarine 
consumption and reducing butter con- 
sumption. Two factors which might have 
caused such changes are quality and con- 
sumers’ experiences during the butter ra- 
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tioning period of World War II. These 
two factors cannot be studied satisfactorily 
by multiple regression analysis of time- 
series data. The regression equations do, 
however, indicate that changes in prefer- 
ences were not an important cause of the 
trends in consumption. 

The estimated demand equations for 
butter and margarine were used to make 
predictions for each year since 1949. If 
changes in preferences had been an im- 
portant cause of the trends in consump- 
tion, the predictions of margarine con- 
sumption would be expected to be con- 
sistently too low, and the predictions of 
butter consumption would be expected 
to be consistently too high. 

First, margarine quality was presumably 
lower on the average during 1920-41 or 
1920-49 than during later years. Second, 
the regression coefficients were affected 
by only three postwar years but by 
twenty-two prewar years. Actually the 
margarine consumption predictions for 
post-1949 years were consistently too high, 
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and predicted butter consumption was 
consistently too low. Hence, the indirect 
evidence suggests that changes in con- 
sumer preferences have played at most a 
minor role in the determination of trends 
in butter and margarine consumption. 


CONCLUSION 


Trends in the consumption of butter 
and margarine can be explained largely 
by the removal of state laws which pro- 
hibited the sale of colored margarine. 
State excise taxes on margarine do restrict 
its retail distribution and raise its average 
price slightly. They may thereby reduce 
its consumption somewhat. 

All but two states—Minnesota and Wis- 
consin—have repealed their color pro- 
hibit as, and half of the state excise taxes 
have been repealed. In 1950 the federal 
government repealed excise taxes and 
license fees. Consequently, the trends in 
per capita butter and margarine consump- 
tion can be expected to level off. 


Mathematical Models of 
Market Simulation 


method. 


exercises. 





ATHEMATICAL simulation, as an ap- 
proach to the solution of complex 





@ About the Author. Oliver B. Schenk is Senior Statis- 
tician for The Pillsbury Company, with whom he has 
been associated since 1946. He is in charge of the 
Operations Research work, and collaborates with con- 
sultants in various fields. 

He received his B.S. from the University of Minne- 
sota, and then spent several years as Research As- 
sistant at the University of Minnesota and the Uni- 
versity of Chicago before joining the Pillsbury 
Company. 
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Marketing-research people are becoming increasingly interested in 
the various mathematical simulation techniques and models being de- 
veloped, both in universities and in business firms. Many of these tech- 
niques are being used to solve marketing research problems that pre- 
viously have been unsolvable, or "solved" by the "seat-of-the-pants” 


Here are some specific examples of the use of business-strategy 


business problems, has aroused a great 
deal of interest among marketing-research 
people. The state of the art at the present 
time, however, precludes the large-scale 
use of simulation for solving marketing- 
research problems. 

For some simulation problems, very 
exact rules must be established; for others, 
the rules may be more flexible. The objec- 
tives of the problem determine to a great 
extent the degree of precision with which 
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the rules must be written. Simulation 
models used for training purposes, for 
example, do not require as_ refined 
formulas, parameters, and random vari- 
ables as do simulation models that are 
used by firms to make actual decisions on 
investments, inventory control, produc- 
tion control, and problems of a similar 
nature. 

To illustrate, the full effect of an ad- 
vertising campaign on sales in the “state 
of nature” may be three months after the 
campaign. From the standpoint of pro- 
duction people, it is very important that 
such a lag be known and incorporated 
into the simulation model. However, if a 
model were designed for training pur- 
poses, it would not be serious if a six 
months’ lag were given, providing the 
participants had this information and 
could make their decisions accordingly. 


BUSINESS-STRATEGY EXERCISE 


A “business-strategy exercise” has been 
developed and is in use for the training of 
management personnel in decision mak- 


ing, and allows these personnel to evaluate 
their decisions and their strategies in the 
light of the results. This is an example of 
the application of one of the simulation 
techniques. 

This particular simulation model uses 


five teams, which are designated as 
“firms,” and each firm has a minimum of 
four pl. yers (but not more than five). Each 
firm is customarily organized by its mem- 
bers at the beginning of the exercise—one 
member acts as president, another as 
comptroller, still another as vice president 
in charge of sales, etc. Some firms decide 
to rotate their officers as the strategy 
progresses; some keep the same officers 
throughout the exercise; and still other 
firms disregard the formal allocation of 
titles and functions. 

Before the exercise begins, each firm 
receives an identical general Financial 
Statement; but a separate Financial State- 
ment, showing the results of all decisions, 
is given to each firm at the end of each 
quarter. This Financial (or Operating) 
Statement shows: (1) Statement of Assets; 
(2) Income Statement; (3) Funds Avail- 
able; (4) Expenditures for Current 
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Quarter; (5) Financial Data and Market 
Information. 

1. The Statement of Assets, as of the 
beginning of the quarter, shows the 
amount of cash on hand; FIFO (first-in 
first-out) valuation of inventory; total 
gross value of plant and equipment (be- 
fore depreciation reserve); depreciation 
reserve; net valuation of plant; loans out- 
standing; and total net assets. 

2. The Income Statement, for the pre- 
vious quarter, shows the amount of sales 
income; the cust of goods sold; the 
amounts designated to be spent on mar- 
keting, research and development, and 
marketing research; inventory carrying 
cost; interest cost; and a general summari- 
zation of total cost of goods sold and of 
operating expenses. It also includes gross 
income, taxes, and net income; dividends; 
and net income after dividend payment. 

3. The Funds Available, as of the be- 
ginning of the current quarter, shows 
lines of credit available; loans outstand- 
ing; and funds available for loan increase. 

4. The Expenditures for the Current 
Quarter show inventory carrying cost and 
estimated interest cost. In addition, cer- 
tain choices of decision variables are 
included, such as cost of production, mar- 
keting, research and development, market- 
ing research, etc. 

5. The Financial Data gives amount of 
cash on hand, depreciation of plant and 
equipment, cash available, and increase 
or decrease of loans. 


Market Information 

Market information is given to each 
firm at the end of each quarter, and con- 
sists of unit product price, price of the 
firm’s stock, share of market, total market, 
potential sales, dividends, quality of 
product, and total industry market ex- 
penditures. For some items of market in- 
formation, the firms are not charged; but 
other items, especially information about 
competitive firms, must be purchased. 

At the beginning of each quarter, and 
at the same time as the Financial State- 
ments are distributed, a supplementary 
page is furnished which lists, by step 
intervals, the ranges of the decision vari- 
ables from which certain selections are 
to be made. 
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At the start of the exercise, each firm 
receives the same listing of decision vari- 
ables (see below). As the exercise pro- 
gresses, however, these decision variables 
change from firm to firm as a result of th, 
outcomes of the strategies previously em- 
ployed. Each of these decision variables is 
listed in about twelve or thirteen gradu- 
ated steps, from the lowest to the highest. 

The first three decision variables are 
interdependent; that is, if one is selected, 
the two in the same relative position on 
the sheet are also included. These first 
three are: (1) number of units to be 
produced; (2) cost per unit; and (3) total 
cost of production. 

The remaining decision variables upon 
which selections are to be made are: 
amounts to be spent on marketing, re- 
search and development, additional plant 
investment, and marketing research. Dis- 
card of plant, representing physical units 
of productive capacity, must be de- 
termined, with one physical unit always 
assigned a value of $5.00. Each firm also 
decides the price to charge for its product. 

If a firm feels that it is in a sufficiently 
healthy position financially, and/or that 
it will gain anything through doing so, it 
is allowed or expected to declare divi- 
dends. 


Annual Statements 

All five firms begin the exercise with 
identical Annual Statements, and an 
Annual Statement is also published for 
each firm at the end of each four quarters. 
In addition to summarizing the Financial 
Statement of each firm—the amount of 
cash on hand, inventory, net plant invest- 
ment, profits earned the previous year 
(after taxes), and the firm’s total assets— 
the Annual Statement also shows profits 
earned over the previous four quarters, or 
one fiscal year. This yearly Annual State- 
ment for each firm is made available to 
all other firms participating. 

During the briefing session which im- 
mediately precedes the actual “playing of 
the game,” the members of all firms par- 
ticipating in the seminar are instructed in 
the intrinsic economic relationships in the 
model. 

They are told, for example, that the 
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product-unit costs depend on the firm’s 
production capacity, the level of output, 
the output variations between quarters, 
and the firm’s expenditures for research 
and development during the previous four 
quarters. The effects of these variables on 
unit costs are as follows: 

Output variations, from quarter to 
quarter, increase unit costs. The most 
efficient level of plant utilization is at ap- 
proximately g5 percent of production 
capacity; and higher levels of output, or 
lower levels, increase unit costs. Under 
efficient plant operation, higher capacity 
(with appropriately higher output) lowers 
unit cost. 

Increased expenditures on research and 
development reduce unit costs, with the 
effectiveness of these expenditures de- 
pendent on random (uncontrollable) fac- 
tors, as well as on the dollar amounts of 
such expenditures. 

The participants are also told that the 
size of the total market depends on a long- 
term growth trend, the phase of the busi- 
ness cycle, industry expenditures on re- 
search and development, marketing in the 
current and three preceding quarters, and 
the average price per unit charged by the 
industry. Examples of these interactions 
on the total market are depicted—for in- 
stance, a lower average price charged by 
the industry results in an immediate in- 
crease in quantity demanded in the total 
market; and increased expenditures by 
the industry on research and development 
also increase the total market, allowing 
for a four-quarter spread of the impact of 
such expenditures. 


Shares of Market 


In the course of the briefing period, 
information is also given on the shares of 
market of the firms. Each firm’s share of 
market depends on: 


1. The amount spent by the firm on re- 
search and development in the current 
and three preceding quarters, relative to 
the amounts spent by the other firms. 

. The amount spent by the firm in the 
current quarter on marketing relative to 
the amounts spent by the other firms. 

. The price charged in the current quarter 
by the firm relative to the prices charged 
by the other firms. 
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4. The ability of the firm to supply its 
potential customers. 


The effect of these variables on the 
firm’s share of market is as follows: 


1, An increase in expenditures on research 
and development by the firm, relative to 
the amounts spent by the other firms, in- 
creases the firm’s potential share of 
market with the impact spread over the 
following four quarters. 

. The firm may purchase a marketing re- 
search report for measuring the effective- 
ness of its own research and development 
program. An increase in expenditures on 
marketing by the firm, relative to the 
amounts spent by the other firms, in- 
creases the firm’s potential share of 
market; but this effect is spread over the 
four quarters following the expenditure. 

. A decrease in price charged by the firm 
for its product, relative to the prices 
charged by the other firms, increases the 
firm’s potential share of market. 

. If the potential sales of the firm exceed 
its ability to supply its product (produc- 
tion plus inventory), the firm loses cus- 
tomers for the next four quarters, with 
the major losses occurring in the first 
and second quarters immediately follow- 
ing such shortage of goods. 


The members of the firms are also in- 
formed that their line of credit is com- 
posed of two parts—the one based on the 
market quotation of the firm’s stock, and 
the other based on the firm’s inventory 
and/or past profits, whichever is more 
favorable to the firm. An increase in the 
price of the firm’s stock will increase the 
firm's borrowing potential, although its 
inventory may be more favorable as a 
basis for extension of credit. The major 
impact of a firm’s increase in profit occurs 
in the first and second quarters after the 
increase. Inventory may be regarded as 
collateral, but its valuation as such drops 
if the market is glutted industry-wide with 
inventory in relation to industry sales. 
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pends on that firm’s profits in the preced- 
ing four quarters, the dividends paid in 
the preceding four quarters, the total net 
assets of the firm, the value of inventory 
held by the firm, the firm’s production 
capacity, and the phase of the business 
cycle. The effect of these variables on the 
market price of the firm’s stock is as 
follows: 


1. An increase in profits increases the stock 
price, with major impact occurring in 
the first and second quarters immediately 
following such increase. 

. An increase in dividends increases the 
stock price, with major impact occurring 
in the first and second quarters imme- 
diately following such increases. 

. An increase in the total net assets of the 
firm increases the price of its stock. 

. An increase in the production capacity 
of the firm increases the price of its 
stock, and improvement in general busi- 
ness conditions are reflected in a rise in 
stock market quotations. 

. An increase in the value of its inventory 
decreases the price of its stock. 


DEFINITIONAL RELATIONSHIPS AND 
STRUCTURAL EQUATIONS 

There are two basic types of formulas 
incorporated into this business strategy 
exercise, namely, definitional relationships 
and structural equations. 

An example of a definitional relation- 
ship is: 

Y', = R', —G', 

Superscripts indicate the firm number, 
and subscripts the period or quarter. This 
definitional formula means that income 
before taxes (Y) for the i firm in the t® 
period equals revenue from sales (R) for 
the i® firm in the t® period MINUS total 
costs (G) for the i firm in the t® period. 

An example of a structural equation, 
designed to give total industry demand, 
is shown in the following formula, to- 
gether with an explanation of each term 
in the equation: 


_ s 2 
Ne = G+ Gt— Cop, +x S Sd, a' D'4+¢s S Sg, J' +2% 


r=0 1 





Market Price of Stocks 

Information regarding the prices of the 
firms’ stocks concludes the briefing session. 
The market price of each firm’s stock de- 


t-r t-r roo 1 t-r 


The total industry demand is equal to: 
A constant expected total demand 
plus an upward trend through time. 


minus an average price multiplied by elasticity 
of demand. 
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plus 


summations of research and develop- 
ment expenditures over time periods 
and by firms (each time period weighted 
according to the weight of that time 
period, but each firm in each time 
period adjusted for random disturb- 
ances). These weighted and adjusted 
research and development expenditures 
are, in turn, multiplied by a constant 
value which serves the purpose of 
weighting this term in the total in- 
custry demand. 

summations of marketing expenditures 
over time periods and by firms (each 
time period weighted according to the 
assigned weight of that time period). 
These weighted market expenditures 
are, in turn, multiplied by a constant 
value which serves the purpose of 
weighting this term in the total in- 
dustry demand. 

the effect of the cyclical movement of 
the economy. 

is the total industry demand for the t*® 
period. 

is a parameter of a structural equation. 
There are several “c” parameters, each 
one being designated by its special sub- 
script. 

is a constant expected total demand. 
shows the upward trend of the industry 
demand through time (t). It is assumed 
that, on the average, industry demand 
increases each period by a constant 
amount (c,), due to factors such as 
population increase and spendable in- 
come increase. 


is an increase in average price (p) which, 
at a certain time period (t), will reduce 
total demand. The amount of such 
elasticity effect is determined by the 
value of the parameter Co. 

is a constant which shows the weight 
applied to the double summation term 
of research and development expendi- 
tures toward the total industry demand. 
is the algebraic designation for summa- 
tion; the first ““S” with r = o underneath, 
and “3” written over it, indicates that 
the values are to be summed for the 
present period and the three preceding 
periods. The second “S”, with the “i” 
written under it, indicates that the 
summations are to be made for all five 
firms. 

is the weight of each of the periods ac 
cording to the following table: 


dy) = present period 
d, — last period 


d, = two periods ago 

d, = three periods ago 
is a random variable. 
is research and development expendi- 
tures. The constant values for “d” in 
relation to “D” are estimated; then the 
values for alpha (a) are randomized. 
is the effect of the total marketing ex- 
penditures made by all the firms dur- 
ing four periods. 
is marketing expenditures 
is the weight of each of the periods for 
marketing expenditures. 
represents cycles in total demand re- 
flecting cyclical movements of the 
economy. 


USE AT PILLSBURY 

The business-strategy exercise described 
was developed by personnel of The Pills- 
bury Company, and has been incorporated 
into Pillsbury’s manpower development 
program.! Key personnel are called in 
periodically for a training seminar, and 
each participates as a member of a team. 
After approximately three “rounds of 
play,” the exercise ceases to be a “game” 
and becomes a “workout.” 

When the players have received their 
original Financial Statements and the ex- 
planatory page listing the decision varia- 
bles, and the briefing session has been con- 
cluded, the first round of decision making 
takes place. The firms circle their selec- 
tions on the decision variable sheets, and 
these sheets are then handed to a moni- 
tor. The choices are punched on IBM 
cards next, and these cards are, in turn, 
fed into an IBM 650 high speed com- 
puter as data. (This model has also been 
programed on the IBM 704 to obtain 
greater speed and flexibility.) 

The computer has a set of programed 
instructions in its memory system to tell 
it what to do with the data. When these 
instructions have been executed, the re- 
sults are punched out on cards, and these 
cards are then taken to an interpreting 
machine for print-out on a _financial- 
statement form, and on a supplementary 

* Developed by James Quirk, formerly of The 
Pillsbury Company, and a graduate assistant in 
economics at the University of Minnesota; now 
instructor at Purdue University. Mr. Quirk con- 
sulted with Professor Leonid Hurwicz of the Uni- 


versity of Minnesota during construction of this 
model. 
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form for the new decision choices. This 
is the first round, and represents one fiscal 
quarter of business activity. 

At the end of the fourth round, which 
represents one year of simulated business 
activity, a composite Annual Statement 
is printed, making the status of all firms 
available to each firm. This Annual State- 
ment, together with auxiliary informa- 
tion (either free or purchased), enables 
each of the firms to ascertain its relative 
position. 

Forms have been designed for ease of 
reading in the formats both of a Financial 
Statement and a supplementary statement 
of new decision variables, each reflecting 
the results of the multi-decisions previ- 
ously made. 

A statement of product quality has 
been built into the model, and on de- 
mand the firms are given the ratings of 
their products as Excellent, Good, or 
Poor. 

This simulation model of business strat- 
egy has been used in several seminars, and 
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has been played to simulate five years’ 
business activity. After each seminar, an 
intense analysis of the results is made, and 
is presented to the group which partic- 
ipated. 

In the application of these simulation 
techniques to a problem, it is imperative 
that parameters, random variables, equa- 
tions, etc., be selected that parallel those 
that are actual. When the model was 
very new, it was found that firms could— 
and did—go out of business after the first 
few rounds, and some of the structural 
equations and random variables were 
changed to remedy this. The qualitative 
and quantitative aspects, and their inter- 
relationships, have been studied carefully, 
and various changes have been made from 
the original model to approximate more 
closely the “‘state of nature.” 

The field is wide open for the applica- 
tion of these techniques in marketing re- 
search, and concentrated effort is pres- 
ently being made to apply simulation to 
such problems. 


Simple Surveys for Legal Evidence 


court. 





HE number of surveys made for pos- 
"Tsibte introduction as legal evidence 
continues to increase. Actual publication 
of surveys of this type represents only a 
small fraction of all surveys intended for 


® About the Author. Stanley L. Payne is President of 
Interview Research Institute, Chicago, a division of 
Market Research Corporation of America. He has ap- 
peared as expert witness in court both as a proponent 
of some surveys and as a critic of others. As a result 
of these experiences he has amended his approach to 
the conduct of marketing research for legal purposes. 


e@ STANLEY L. PAYNE 


It is not always necessary to use all the accessories of scientific’ 
research methods in preparing survey evidence for presentation in 


Some relatively low-cost surveys or ‘tests’ have been contrived so 
simply that they avoid the legal introduction problems encountered 
by more complicated techniques, and they may make more sense to 
judge and jury. Here is a description of how they work. 


legal use. One reason for the disparity 
between legal surveys done and legal sur- 
veys reported is that long lapses often oc- 
cur between the survey date and the actual 
trial. Frequently also, a survey is used in 
effecting a settlement outside of court. 
Another factor is that some surveys are 
presented only informally to hearing ex- 
aminers for administrative agencies. Also, 
surveys have sometimes been made in ad- 
vance not for an actual case but to be 
available “just in case,” as it were. Then, 
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too, surveys have been made in which 
the findings did not support the sponsor's 
cause, so that as a practical matter they 
have been kept from public view. Alto- 
gether, it is probable that less than a fifth 
of all legally intended surveys are ever in- 
troduced as formal evidence. 

The writings of Hiram C. Barksdale in 
the JOURNAL OF MARKETING and elsewhere 
have no doubt been one force in stimulat- 
ing wider awareness of the possibilities of 
survey research for legal purposes. The 
examples he has cited and the lists of 
cases he has given have been very con- 
vincing testimony to the uses of surveys 
in courts of law. There is no need to re- 
peat those annotations here. 

With no intention of detracting from 
what has been written on this subject and 
the high standards for surveys for legal 
evidence which have been proposed, it 
may be important, however, for market- 
ing researchers to know that relatively 
simple, low-budget surveys can also be 
acceptable as legal evidence. 

In the past, many surveys for legal ev- 
idence have been too ambitious and overly 
elaborate for the purpose; and their self- 
induced complications have left them 
open to attacks on credibility, representa- 
tiveness, techniques, and other scores. 
Some more useful surveys for presenta- 
tion are so apparently simple, direct, and 
singular in purpose that their findings 
seem to become practically self-evident. 
The objectives are to have the survey find- 
ings taken into account as appearing to 
illustrate what everyone knows or should 
know already—an aid to judicial notice 
or a patently reasonable description of 
respondents’ states of mind. 

Fundamental to this entire simplified 
approach to the gathering of evidentiary 
materials is the fact that we speak of the 
project as a “test,” not as a “survey.” 
Thus, there are “brand description tests,” 
“label reaction tests,” and “confusion 
tests.” This semantic distinction is basi- 
cally important because it avoids certain 
implications of the “survey” term. 

For example, we neither mention prob- 

*Hiram C. Barksdale, “The Use of Marketing 
Data in Courts of Law,” JOURNAL OF MARKETING, 
Vol. 2g (April, 1959), pp. 376-385: The Use of 
Survey Research Findings as Legal Evidence (New 
London, Connecticut: Printers’ Ink Books, 1957). 
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ability designs nor claim that our subjects 
represent anything other than themselves. 
The word “probability” may be anathema 
in court, and representativeness can never 
be proved. In a situation where it is ques- 
tioned whether anyone is confused by a 
trade name, confusion rates of 18 per 
cent and 24 per cent in separate tests each 
of 250 persons can be very convincing, 
with little need for further claims. Sim- 
ilarly, where the question is whether a 
substantial proportion of women charac- 
terize a well-known product in a certain 
way, it is enough to show that in eight 
tests, each of 100 subjects only two in one 
test, one in another and none in the other 
six used that description. Such questions 
are fairly common in legal work. 

A corollary is that instead of being made 
as one national survey, these are conducted 
as a number of independent tests. They 
may be bound together in one report, but 
combined figures (with false implications 
of additiveness) are not shown. Treating 
each test as a separate entity makes it 
easier for the court to follow and to un- 
derstand how the work was done. Thus, 
in one case the supervisor introduced each 
interviewer's test forms and explained 
how that person’s work was organized, 
that interviewer then testified, and was 
followed again by the supervisor who in- 
troduced her hand tabulations and the re- 
sulting figures from that interviewer's 
work. The judge accepted all these work- 
ing details, but denied the research di- 
rector opportunity to present a summary 
report, on the grounds that it could only 
be repetitive of the details.2 This exclu- 
sion did no harm to the client's case be- 
cause the interviewer-by-interviewer find- 
ings had been so simple, direct, and con- 
sistent that the report would indeed have 
been redundant. 

The selection of respondents or sub- 
jects for “tests” can be made on a very 
direct basis, predetermined to insure test 
comparability. For example, if the tests 
concern a consumer product, it may be 
possible to administer the test forms to 
women shoppers in shopping centers— 
each shopping center as a separate test. 
The interviewer may be instructed: “Ap- 

*Simoniz Co. v. 
(D. C., Ill. 1957). 


Stumpmier, 117 USPQ 130 
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proach only those women walking past 
your station in the direction of the park- 
ing lot. When you have completed an in- 
terview, skip the first woman after that 
who comes by and take the second. Con- 
tinue the pattern of skipping the first 
woman coming by after you finish each 
interview and taking the next.” 

Such patterns are easy to explain, and 
no claim is made that the subjects of the 
test are representative even of women 
shoppers in that shopping center on that 
day. Whatever implications of represent- 
ativeness may be made, they are not 
drawn by the administrators of the tests. 
In this respect, these tests are much like 
the experiments reported in psychological 
journals, where the subjects are merely de- 
scribed and numbered. 

Only one or two issues are broached in 
a given test form. Usually, if more than 
that are under study, separate tests and 
reports are made. This permits legal coun- 
sel to present only one of several reports 
if desired. Otherwise, if all were in a 
single report, non-pertinent or even harm- 
ful results would have to be introduced 
along with helpful ones. 

The test forms are typically very short, 
seldom having more than four or five 
questions or running beyond a single 
letter-sized sheet. It may be unwise in this 
type of research to ask essentially the same 
question in more than one way or to at- 
tempt to obtain much amplification of a 
stated point of view. The seeming incon- 
sistencies of an individual's replies to dif- 
ferent questions on the same subject may 
be embarrassing and difficult to explain 
in court. 

Another departure in these tests from 
normal research procedures is the elimi- 
nation of pretest work and of pilot stud- 
ies. It is considered preferable to be 
exceedingly careful in designing the ques- 
tions and then to let the test stand or fall 
on the wording thought to be best. The 
objective here is to develop the same de- 
sign for the client that would be developed 
for his adversary, as nearly impartially as 
possible. Pretesting is avoided because op- 
posing counsel can make innuendoes or 
accusations to the effect that the pilot 
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work may have been used to develop or 
insure a particular result. 

Participating personnel is held to a 
minimum. Where possible, the same per- 
son acts as field supervisor, control clerk, 
coder, tabulator, and report checker. The 
research director drafts the forms and in- 
structions and writes the report. Large 
assignments are made to the interviewers 
—as many as two tests each of 100 subjects 
per interviewer. The small number of 
persons involved helps hold the costs of 
testifying in check if the case should come 
to trial—costs which, when stand-by time 
is added to time on the witness stand, can 
amount to more than the entire cost of 
the study itself. Again, the small number 
of witnesses and the comprehensiveness of 
their assignments help to make the test 
appear straightforward and simple. 

Mention has been made above of hand 
tabulating. Where feasible, these studies 
are tabulated by hand, with detailed en- 
tries of form numbers instead of tallies. 
From these work sheets, particular forms 
can quickly be referred to in court, and 
the tabulating can be explained by ex- 
ample or even be reproduced if needed. 
In this way, one need not explain the in- 
tricacies and details of the punch-card 
method to the lay jury. 

In other respects the same precautions 
are followed in these simple studies as in 
more elaborate surveys for legal purposes. 
Detailed records are kept, the forms are 
pre-numbered to make certain that none 
is lost or substituted, split-ballot forms 
and rotated card lists are employed to 
present alternatives in reverse or rotated 
orders, interviewers sign and date each 
form as a personal certification of its va- 
lidity, and interviewers are not told either 
the points at issue in the testing or the 
name of the sponsoring agency. 

While in surveys for other purposes, 
pretests, probability samples, large inter- 
viewer staffs and machine tabulating may 
be used, it is wise to avoid these methods 
in legal surveys whenever possible. To 
obtain acceptance of results of marketing 
research in court, the data may be pre- 
sented as a process so obvious and easy 
that it seems almost anyone could have 
done it! 





A Pioneer in Marketing . . 





Henry E. Erdman 


By GEORGE L. MEHREN 


Giannini Foundation 
University of California 





oR more than four decades Henry E. 

Erdman has been a leader in Agricul- 
tural Economics. He is one of the pioneers 
in research and teaching in the area of 
agricultural and food marketing. Through 
his research, his teaching, and his counsel 
to agricultural marketing organizations 
Dr. Erdman has in- 
fluenced the devel- 
opment of agricul- 
tural co-operatives 
as much as any 
other man in the 
nation. 

Over the years 
Professor Erdman 
has assembled at 
the University of 
California an ex- 
cellent collection of 
historical material 
with respect to co- 
operatives in Cal- 
ifornia. He has 
built both his 
teaching and his re- 
search in all areas 
of marketing upon 
a process of direct 
observation, visit- 
ing and revisiting 
markets throughout the country, notebook 
in pocket. He always has kept close con- 
tact with people in the trade and in gov- 
ernment as well as with colleagues in the 
universities. 

Dr. Erdman was born and reared on a 
grain and livestock farm in South Dakota. 
He took a B.S. degree from South Dakota 
State College, majoring in dairy indus- 
try. Here the pattern of direct participa- 
tion and observation which has persisted 
throughout a long and fruitful career was 
set. He was a butter maker, and served 
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as State Dairy Inspector prior to under- 
taking graduate work at the University 
of Wisconsin where he finished his Ph.D. 
in 1920. i 
In 1917 Professor Erdman was an As- 
sistant Professor of Rural Economics, 
teaching and doing research in marketing. 
at the College of 
Agriculture in the 
Ohio State College. 
In 1921 he became 
Chief of the Cost 
of Marketing Divi- 
sion in the Bureau 
of Markets in the 
U. S. Department 
of Agriculture at 
Washington. Thus, 
he has been a pio- 
_ neer in the teach- 
ing and govern- 
mental phases of 
agricultural mar- 
keting. 

In 1922, when 
Elwood Mead was 
building a Depart- 
ment of Rural In- 
stitutions at the 
University of Cali- 
fornia at Berkeley, 

Henry Erdman was appointed Associate 
Professor of Rural Institutions. Thirty 
years later he retired as Professor of Ag- 
ricultural Economics, and Agricultural 
Economist in the Experiment Station and 
on the Giannini Foundation. Dr. Erdman 
directed the first economic outlook studies 
for California crop and livestock products, 
believing that such work might help pro- 
ducers to adjust their production to mar- 
ket demands. From this idea, there blos- 
somed a series of quantitative studies by 
Professors Voorhies, Wellman, Rauchen- 
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stein, Gould, and others which may have 
set a tone for the positivist and quantita- 
tive emphasis that has long marked the 
work of the Giannini Foundation. 

Dr. Erdman also was active in the area 
of national agricultural policy as early as 
1925. With outlook studies designed to 
indicate to farmers prospective adjust- 
ments before being forced to make them, 
Professor Erdman long emphasized that 
policy should be based on recognition 
that production or marketing improve- 
ments tend to be diffused throughout the 
entire economy and that farmers can, in 
fact, make major and minor adjustments 
in their operations. He always has held 
that policy makers should encourage in- 
dividual adjustments—he calls it “‘assisted 
laissez-faire.” 

Dr. Erdman helped to found the San 
Francisco Chapter of the American Mar- 
keting Association and was its third Presi- 
dent. He was President of the Western 
Farm Economics Association, and 18th 
President of the American Farm Economic 
Association. He edited the Journal of 
Farm Economics for two years. He was 
Program Director for the International 
Conference on Agricultural and Co-opera- 
tive Credit. He has long been an active 
and outstanding member of the Common- 
wealth Club of San Francisco. In addition 
to his formal research, he has given count- 
less addresses to all kinds of audiences 
with respect to co-operative marketing. In 
conjunction with the late E. A. Stokdyk, 
he developed a widely used correspond- 
ence course in co-operative marketing. 

Since 1917 Dr. Erdman has written two 
books, more than 125, articles for profes- 
sional journals and a variety of other out- 
lets, 10 major research bulletins, and 
about 15 other publications that have ap- 
peared as circulars, chapters in books, and 
various types of technical reports. More 
than 65 of his publications have dealt 
with agricultural co-operation. His writ- 
ings cover types of co-operative organiza- 
tion, experience with price control and 
marketing orders, operating problems, re- 
lationships of research and marketing 
agencies, advertising and promotion, de- 
mand analysis, and, perhaps most impor- 
tant, co-operative finance. He is especially 
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recognized for his work in revolving fi- 
nance plans. Taken together, his work 
provides probably the best basis for ap- 
praisal of the needs for co-operation; the 
principles and limits of co-operative ac- 
tivity; and means for evaluating the bene- 
fits of co-operative activity. He has had 
a continuous interest in the history of co- 
operative marketing organization, and at 
present is at work on a book which should 
provide the definitive history of agricul- 
tural co-operatives in California. 

His two books have been major contri- 
butions to the literature of marketing. In 
1921 he published The Marketing of 
Whole Milk, and in 1928 American 
Produce Markets. Both books are still 
widely used. The writing here—typical of 
all of Dr. Erdman’s work—is concise and 
clear. The milk study has been an exam- 
ple to later research workers in developing 
the theoretical or logical structure of anal- 
ysis. He is also one of the pioneers in the 
economics of produce exchange, transpor- 
tation, and standardization in marketing. 

Dr. Erdman’s conclusions are cautiously 
stated until the research basis for defini- 
tive statement becomes compelling. He 
has always required of himself that he 
know the details of the marketing institu- 
tions and procedures with which he has 
dealt. He has never stood clear of contro- 
versial issues. His attitudes toward his 
work, his students, his friends, and per- 
haps toward life in general have always 
been critical, but also genial and utterly 
free of malice. With respect to co-opera- 
tives, he has pointed out that they can be 
of benefit in improving and standardizing 
grades and packs, in orienting production 
to marketing processes, in controlling flows 
to market, in developing markets through 
promotion, and in the improvement of 
public relations. Throughout all of this 
work he has developed one basic thesis— 
that benefits from improvements tend to 
disappear rather quickly and to be dif- 
fused throughout the economic system. 

His recent writings clearly reflect an 
awareness of the structural changes occur- 
ring in food and agricultural marketing. 
His “Progress Calls for Readjustment,” in 
the Journal of Farm Economics in 1954, 
and “Principles of Co-operation,” which 
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he wrote with J. M. Tinley in 1957, point 
out that a co-operative “must continuously 
adjust its operation to new conditions.” 
Henry Erdman himself has always ad- 
justed to the changing facts of economic 
life. 

This is a man who began his teaching 
and his research in a difficult and com- 
plex field at a time when he virtually 
stood alone. For thirty years he has been 
a leader. His greatest contribution—possi- 
bly—is to a large number of students who 
have trained under him. Without excep- 
tion, these students have carried respect 
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and affection for Henry Erdman as man 
and scholar. 





®@ Regarding A PIONEER IN MARKETING. In order 
to pay tribute to the men who have been leaders in 
the field of marketing, some years ago the American 
Marketing Association established a Committee on 
Biographies to run a series of statements on the pio- 
neers in the field. In this series the Association honors 
the distinguished men of the past, and those of the 
present who are approaching retirement, who have 
contributed in an outstanding way to the thought and 
development of marketing. 

Wroe Alderson 

Albert W. Frey Fred M. Jones 

E. T. Grether Franklin Lynip 
Perry Bliss, Chairman of Committee on Biographies 


John E. Jeuck 


MARKETING MEMO ————— 





“Testing’ of Advertising . . . 


A campaign which is original in the creative sense, but engineeringly 
unsound, is far less effective in achieving the advertiser's objectives 
than a conventional campaign built upon a plan in which each ele- 
ment has been substantiated by indicative evidence of soundness. 

To acquire such evidence, it does no good to test individual adver- 
tisements—unless you expect to repeat the test-winner until the last belli 
tolls. The minute you change a word or a line in your tested advertise- 
ment, or prepare a different advertisement even though it follows the 
identical plan, your test-evidence becomes statistically worthless. It is 
only when you have tested thousands of different advertisements for 
all sorts of products in many different types of media that you begin 
to amass the data from which indicative evidence can be derived. Only 
when you have employed such evidence in the construction of an ad- 
vertisement can you then test that advertisement with assurance of its 
soundness in respect of that evidence, since the test-results will be re- 
ferable only to what has been tested. 

—Mark Wiseman 
The Anatomy of Advertising 
(New York: 
Harper & Brothers, 1942), pp. 6-7. 














Just Published! Second Edition of 
a highly successful textbook .. . 
Retailing Management 


WILLIAM R. DAVIDSON, The Ohio State University; and 
PAUL L. BROWN, formerly The Ohio State University 


A thorough revision of a highly successful 
textbook, this Second Edition gives the stu- 
dent a complete understanding of the prin- 
ciples and practices underlying the efficient 
management of a modern retail business. 
Covering all types of retail establishments, 
the book offers a carefully balanced treat- 
ment of small, medium-sized, and large-scale 
operations. 


Following a pattern of realistic, analytical 
discussion and evaluation throughout, the 
book stresses the basic management factors 
essential to sound planning; profitable opera- 
tions; and effective control of procedures, 
systems, and techniques. This approach en- 
ables the student to study the “why” as well 


as the “what” and “how” of modern retailing 
operations. 


Second Edition gives expanded treatment to 
merchandise planning and control, retail 
accounting, and expense management. It 
fully discusses recent developments in man- 
agement controls, selling techniques, shop- 
ping centers, chains and branch stores, vend- 
ing machines, discount houses, etc. Ample 
discussion questions and 60 cases and prob- 
lems, closely integrated with the text, pro- 
vide intensive drill in the application of 
fundamental retail management principles to 
specific situations. Instructor's Manual avail- 
able. 96 ills., tables; 790 pp. $8 


Also in the Second Edition——a thorough 
introduction to .. . 


Practical Exporting 


and Importing 
PHILIP MacDONALD, College of the City of New York 


This well-planned textbook provides a solid 
grounding in the fundamental procedures of 
international tiade. Commercial aspects of 
the subject are emphasized, while theoretical 
and highly specialized considerations are 
held to a minimum. Basic terminology and 
rules, practices and procedures generally ac- 
cepted and utilized by successful importers 
and exporters are clearly and concisely pre- 
sented. Typical export and import transac- 
tions are described and explained from start 
to finish with all relevant papers and docu- 
ments reproduced. 


The book considers important recent devel- 


opments in types of export organizations, 
personnel requirements, correspondence, sales 
promotion and advertising, and finance—in- 
cluding credit risk insurance and extended- 
term sales for export. Review exercises and 
problems accompany each chapter. 


“Provides a thorough grounding in the fun- 
damental procedures of two-way interna- 
tional trade. Well-planned . . . as up to date 
as it is comprehensive.”—American Import 
& Export Bulletin. “Recommended.”—The 
Wall Street Journal. 2nd Ed., 1959. 27 ills., 


550 pp. $6.50 
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Advertising Copy, Layout, and Typography 


HUGH G. WALES, University of IIlinois; 
DWIGHT L. GENTRY, University of Maryland; and 
MAX WALES, University of Oregon 


An integrated presentation of the principles 
of cic2tive advertising designed for the com- 
bined course in copy and layout. Equally 
suitable for separate courses in these sub- 
jects, the book points up the interrelation- 
ship of copy, layout, and typography and 
how they must combine to achieve a single 
effect in the successful advertisement. Em- 
phasis is placed on fundamentals. Basic prin- 
ciples dre demonstrated by illustrations from 
the whole range of modern advertising and 
the application of practical, simplified tech- 
niques. Book throughly investigates the role 


of market research and the individual prob- 
lems of the various media. “An exceedingly 
sound book which makes a real contribution 
in its field."—Warren K. Agee, Texas Chris- 
tian University. “Fills a definite need in its 
field... . The authors have particularly dem- 
onstrated a thorough knowledge of profes- 
sional advertising practices, and they have 
combined this with a freshness in approach 
which makes the book extremely readable.” 
—John Crawford, Michigan State University. 
1958. 166 ills., 491 pp. $7.50 


Advertising Media 
Creative Planning in Media Selection 
LYNDON O. BROWN, Dancer-Fitzgera!d-Sample, Inc.; 


RICHARD S. LESSLER, Grey Advertising Agency, Inc.; and 
WILLIAM M. WEILBACHER, Dancer-Fitzgerald-Sample, Inc. 


Outlining the creative processes that lead to 
optimum media strategy, this dynamic book 
clarifies the functions of the various media 
and points out their qualitative differences. 
It explains the cost-per-thousand concept and 
provides the most lucid analysis of audience 
measurement and characteristics available. 
Against the requirements of advertising 
budgets, book summarizes each decision- 
making factor that must be weighed on an 
executive level before final selection of media. 
“A significant contribution . . indicates a 


maturity of thinking in the field that will 
be welcomed by both students and practi- 
tioners.’—Journal of Marketing. “Superior 

. its marketing emphasis and approach 
is more realistic to actual decision-making 
than any text thus far written.”—Donald G. 
Hileman, Southern Illinois University. 
“Should be required reading for all people 
who make media decisions.”—Media/Scope. 
“A ‘must’... .” Southwestern Social Science 
Quarterly. 1957. 126 ills., tables; 395 pp. $7.50 


Marketing and Distribution Research 
LYNDON O. BROWN, Dancer-Fitzgerald-Sample, Inc. 


A comprehensive treatment of all the funda- 
mentals of marketing and distribution re- 
search—its methods, uses, scientific founda- 
tions, and relation to business operations. 
Book fully describes the practices of outstand- 
ing marketing and distribution researchers, 
and brings together the findings and experi- 
ence of the research departments of leading 
American corporations. Broad coverage in- 
cludes all phases of the subject, showing how 
to conduct research and use findings to im- 


prove operating efficiency and reduce distribu- 
tion costs. Special sections explain the tech- 
niques of market sampling plus proved 
methods of motivational and operations re- 
search. “A stimulating book . . the classic 
in the field.”—Richard R. Still, University of 
Rochester. “A sound, analytical, and compre- 
hensive study. The perspective is good, with 
ample depth in particulars.”—Frank Roberts, 
University of Nebraska. 3rd Ed., 1955. 75 ills., 
tables; 561 pp. $7 


THE RONALD Press COMPANY 





15 East 26th Street, New York 10, New York 











Industrial Marketing . . . 


By RICHARD C. CHRISTIAN 


Marsteller, Rickard, Gebhardt & Reed, Inc. 
Chicago 





Is Marketirg Research Finally Maturing? 


iRsT, there was no research. Next, 
F there were some early probings and 
experimentations, but little interest or 
acceptance. 

Then, came formalization—with proper 
sampling, skilled problem definition, and 
questionnaire designing. It did not re- 
place all of the “by guess, by golly, by 
gosh” marketing. But it was a good start. 

And now for some ten or fifteen years 
industrial marketing men have been con- 
centrating in sharpening the basic tech- 
niques of research. Much of this sharpen- 
ing process has been nothing more than 
a translation to industrial research of 
tested and successful consumer research 
methods. Certainly there have been a few 
original developments by industrial re- 
searchers, but generally most industrial 
marketing research is based on a refine- 
ment and specific application of consumer 
methods. Motivation research, for exam- 
ple, has only recently become accepted by 
industrial marketers as useful problem- 
solving ammunition. 

Where do we go from here? What will 
be the next stage? Is research ready to 
leave its teenage adolescence for a matur- 
ing adulthood? Is it ready to join the 
other basic marketing functions on a full 
partnership basis? Can it become part of 
the management group where its day-to- 
day contributions will be assumed rather 
than “hoped for’’? 

The answers, of course, depend on sev- 
eral factors. Factor number one is the re- 
searcher himself. Factor number two is 
the quality of the research product. 
Equally important is factor number three 
—the definition and scope assigned to 
marketing research itself. All three are es- 


sentially interrelated and interdependent, 
however. 

It does appear that the next phase of 
research is quite largely dependent upon 
how the “users and doers” of research 
jointly define its responsibility and scope. 
Historically, marketing research, at least 
as it is practiced industrially, has been 
charged with gathering and reporting 
marketing facts. It is this practice or lim- 
ited definition of research which is cur- 
rently under close scrutiny by researchers 
and research users. 

Here is the big question; “Should mar- 
keting research provide facts for manage- 
ment’s own interpretation and decision- 
making?” or “Should it provide facts and 
interpretations and recommendations to 
management?” 

For the record, let it be noted that al- 
ready there is a small percentage of pro- 
gressive and sophisticated companies whose 
marketing research departments are al- 
most “built-in” management consultants. 
Not only are they digging for marketing 
facts and figures, but they are providing 
their management groups with interpreta- 
tive reports, including specific recommen- 
dations for action. While in the minority, 
leading firms in the basic metals and 
chemical industries have assigned great 
responsibility and authority to commer- 
cial or marketing research departments. 


Charting The Course of Future 
Marketing Research Direction 

Failure to define the status of the re- 
search operation often results in: 


1. Restricted, unimaginative research, 
which results in top management 
disappointment and disillusionment 
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in the value of the research function. 
. Confused researchers, groping for an 
understanding of their job responsi- 
bilities as well as a higher status po- 
sition on the management team. 


To overcome either situation, corporate 
managers of industrial organizations must 
provide a marketing and a research-ori- 
ented climate (1) within which marketing 
research is given specific and written re- 
sponsibilities, and (2) where both the 
“users and doers” clearly understand these 
ground rules. There is rather clear evi- 
dence, that when this has been done, in- 
dustrial marketing research becomes a 
function that gathers facts, interprets 
them, and then provides recommendations 
based on the raw material. 


WHAT THE EXPERTS SAY 


This is the current trend, as it should 
be. Here are the comments of some of the 
country’s leading marketing research con- 
sultants, practitioners, and educators. Pro- 
fessor Ralph Westfall of Northwestern 


University claims: 

“If the research man is going to be any- 
thing more than a glorified clerk, he 
should get into the interpretation of the 
facts instead of just reporting them. This 
is necessary from two different stand- 
points. First, to do useful imaginative re- 
search it is necessary to have some ideas 
about likely results prior to doing the 
actual research. This is, in fact, advance 
interpretation. If the research man does 
not do this, he becomes pretty much of a 
robot who performs mechanical actions at 
someone else’s instigation. 

“When data have been collected and 
analyzed, the researcher has the opportu- 
nity to recommend actions he thinks are 
indicated by the data. If he wishes to have 
any real influence on the operation of his 
organization, he must do this; otherwise 
the people who do interpret the facts will 
arrive at their own decisions without the 
benefit of his thinking. This is a loss in 
many cases to the company as well as to 
the prestige of the individual research 
man. It is my experience that many execu- 
tives outside the research field tend to 
interpret research findings in light of 
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their preconceived ideas. A research man 
typically is more factually oriented and is 
more inclined to analyze and interpret re- 
sults in an objective manner, coming to 
conclusions that are indicated by the re- 
search findings rather than adapting the 
findings to ideas that he held previously.” 

Clark Equipment Company of Buchanan, 
Michigan, manufacturer of materials han- 
dling equipment, construction machinery, 
trailers, and power transmission units has 
been a consistent user of research during 
its post-war growth period. Director of 
Market Research for this $200 million 
company is Mr. R. F. Henderson who be- 
lieves: 

“A Market Research Study has three 
distinct phases; the gathering of informa- 
tion, the arrangement of the information 
in orderly fashion, and the derivation of 
recommendations based on the interpreta- 
tion of these findings. As a practical matter 
in any industrial concern the Research 
Department will most certainly complete 
Steps 1 and 2. Whether they also follow 
through on Step 3 depends on a variety of 
circumstances. The most important of 
these are the personalities involved, both 
that of the researcher and that of the 
member of the management for whom the 
report is made. If the researcher is en- 
couraged to submit recommendations, it 
can be assumed that his opinion is valued 
in the organization. Many members of 
top management are only interested in the 
findings and recommendations. On the 
other hand, if he is asked not to reach con- 
clusions, he has only the status of a ‘leg’ 
man, and if the individual is serious about 
his profession, he will not be content with 
this situation for long. 

“The accumulation of a vast amount 
of undigested facts and opinions is most 
certainly not a report. Any report, whether 
it be in the industrial market research 
field or some other, must reach conclu- 
sions and offer recommendations. How- 
ever, the body of the report should be suf- 
ficiently complete that management, if it 
chooses, can review the information and 
arrive at conclusions different from those 
of the researcher. Nevertheless, no matter 
how well written a report is, it can never 
fully convey all the information collected 
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in the field. The researcher’s conclusions 
must, therefore, to some extent, be based 
on findings not included in the text.” 

Dr. Melvin Anshen, Carnegie Institute 
of Technology, agrees, for the most part, 
with both Westfall and Henderson. How- 
ever, says Dr. Anshen, “I’m for the re- 
searcher being more interpretative and 
making specific recommendations, but 
heaven help him if he lacks the compe- 
tence. He will be crucified!” 

Before a recent meeting of the Chicago 
Chapter of the American Marketing As- 
sociation, Mr. Joe E. Ratner, Director of 
Creative and Marketing Services, General 
Mills, Inc., discussed the image of market- 
ing research people. Ratner said that the 
researcher tends to become quite intro- 
spective and does not permit himself to 
participate broadly in his organization's 
total marketing efforts. His reports are too 
lengthy and are primarily factual with 
few constructive recommendations. He be- 
lieves the research man has created an 
image of fear of responsibility and the in- 
ability to communicate with the jargon of 
the trade. In addition, the researcher ap- 
pears to be too heavily laden with day-to- 
day routine to accept additional and di- 
verse responsibility. 

Mr. Ratner suggests that the marketing 
research man should strive to improve his 
communication with management as to 
the role he plays. He should be willing to 
broaden his function and experience to 
encompass the total marketing concept. In 
this way, he will create a more effective 
image of his contributions and will begin 
to manage management and even perhaps 
to get the boss to do things his way. 

In essential agreement with the premise 
that it is the research man himself who 
determines the degree of interpretation 
and recommendations is the former Man- 
ager of Market Research of Rockwell 
Manufacturing Company, Alfred Clark 
Daugherty. Now General Manager of 
Rockwell's subsidiary, Republic Flow Me- 
ters Co., Mr. Daugherty contends: 

“Assuming that he gathers true facts, I 
certainly think he should continue on 
through with interpretation if he has any 
brains. In the first place, he’s the one 
that’s gotten an education of the problem 
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in gathering the facts and might very well 
be the one who is closer to the picture 
than the executives to whom he’s making 
a report. Facts sometimes are misleading 
and I don’t know of any geniuses who do 
a very good job of making a decision based 
on statistics only. Every time I’ve tried it, 
I've gotten caught up by a human factor 
that affected the interpretation. Your mar- 
keting research man ought to take a crack 
at interpreting the facts if for no other 
reason than that his own future is lim- 
ited if he doesn’t. He'll move up in man- 
agement if he can make a good report and 
suggest what can be done about it. If he 
makes a good report only, he may be con- 
sidered for the next step up, but his per- 
formance there will depend on his sug- 
gestions.” 

Dr. C. H. Sandage of the College of 
Journalism and Communications, Univer- 
sity of Illinois, throws out this strong cau- 
tion to industrial management: 

“In general, my leanings have been to 
limit a research report to facts including 
interpretations, not only in terms of other 
bodies of knowledge or in clarifying mean- 
ings for purposes of clear communication, 
but also not to include recommendations 
for management action. I do not conceive 
the researcher as relieving management of 
the responsibility for making decisions. 

“When a research man is asked by man- 
agement to indicate what he would recom- 
mend to management in light of manage- 
ment’s particular problem and the findings 
from his research, then management is 
casting the researcher in the role of a 
management consultant as well as in the 
role of researcher. I do not see these two 
functions as being in conflict, but they are 
separate and should be recognized in that 
light. 

“Because of this separation of function, 
I would prefer to present two reports 
when management asks for recommenda- 
tions, rather than to include recommenda- 
tions as a part of the research report.” 

In the relationship of the researcher to 
management, Mr. David K. Hardin, Ex- 
ecutive Vice President of Market Facts, 
Inc., issued this challenge at a recent Chi- 
cago AMA meeting: 

“The industrial marketer who is doing 
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a truly effective job will be frequently tak- 
ing positions opposed to those represented 
by the vested interests of other members 
of the management group, such as the 
sales department, the advertising depart- 
ment, the production group, and the fi- 
nance people. 

“Such conflict is an automatic symptom 
of research which is being taken seriously 
and which is being effectively used and 
carefully considered by management.” 

The thinking of Dr. Harper Boyd, Chair- 
man, Department of Marketing, School of 
Business, Northwestern University, pretty 
well sums up the beliefs of most market- 
ing professionals. He states: 

“I would say that the industrial market- 
ing research man’s job should interpret 
the facts—not just report them. I qualify 
this only if the researcher has little or no 
standing in the organization, is treated 
and regarded primarily as a clerk, and has 
no real knowledge of the firm’s marketing 
process. Obviously, if he doesn’t know the 
problem to be solved and has been merely 
requested to provide information, then he 


cannot interpret. 
“But dropping the above qualifications, 
it seems to me that he must interpret since 


only he and his staff know the qualifica- 
tions or limitations of the data pertinent 
to the problem. Further, he probably has 
spent a lot of time in helping manage- 
ment specify the problem area(s)—and the 
information needed to ‘solve’ the prob- 
lem. Given the problem and given the 
data, he frequently has combined and 
recombined the data to get a better under- 
standing of the problem. 

“Please note that I don’t include ‘rec- 
ommendations’ along with ‘interpreta- 
tions.’ This is something else again be- 
cause unless he is very knowledgeable in 
Marketing and can literally cost out the 
consequences of his recommendations, 
then he would be in trouble. He might, of 
course, if he is part of the management 
group have such information.” 

Is industrial marketing research finally 
maturing? Should it not only provide facts 
and figures but clear-cut interpretations 
with specific recommendations for man- 
agement action? 

The answers: qualified “Yeses” to both 
questions. Industrial research is achieving 
business maturity. And only the research- 
ers themselves can speed up the trend! 


MARKETING MEMO 


The Least Understood Area in Modern Business . . . 


To some, the thesis that business decisions need not reflect spiritual 
considerations contains the fatal flaw of unrealism. We believe that in 
business, as in all other human endeavors, the spiritual values of #ach 
individual involved are inextricably linked to all other elements in the 
situation, including the often differing value perceptions held with 
equal sincerity by other people concerned. Businessmen, whether they 
want to or not, cannot escape involvement with spiritual values in any 
segment of their activities. Instead, by the very act of responding to 
the total context of whatever situation confronts them, they either 
serve or disavow spiritual values held by themselves or by others. 


—Edmund P. Learned, Arch R. Dooley, and 
Robert L. Katz 
“Personal Values and Business Decisions” 
Harvard Business Review 
Vol. 37 (March-April, 1959), p. 117. 
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The most important recent developments in the 
legal framework within which marketing must 
function are reported under the topical outline 
presented below. More detailed information about 
individual items may be obtained by reference to 
the source cited for each case. References to CCH 
are to the Commerce Clearing House Trade Reg- 
ulation Reporter. 


TOPICAL OUTLINE OF CASE 
SUBJECT MATTER 


. REGULATION OF MONOPOLISTIC 
METHODS 
A. Market Control 
B. Collusive Practices 
C. Market Exclusion Tactics 


. REGULATION OF PRODUCT CHAR- 
ACTERISTICS 
A. Product Standards 
B. Product Quality 
C. Packaging and Conditions of Sale 


. REGULATION OF PRICE COMPETI- 
TION 
A. Price Discrimination 
B. Resale Price Maintenance 
C. Price Control (Minimum and Maxi- 
mum) 


- REGULATION OF CHANNELS OF 
DISTRIBUTION 
A. Operating Features of Marketing In- 
stitutions 
B. Relations Between Buyers and Sellers: 
Exclusive Dealing Arrangements, etc. 


. REGULATION OF UNFAIR COMPE- 
TITION 
A. Advertising 
B. Nonzadvertisting Promotional Methods 
C. Trade-Marks and Trade Names 


. PROCEDURAL AND MISCELLANE- 
OUS DEVELOPMENTS 
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I. REGULATION OF MONOPOLISTIC 
METHODS 


A. Market Control 


United States v. Brown Shoe Company, et al., 
CCH 4 69,532 (D.C. E. Mo., November, 1959). 
[K.J.c.] 


The first court test of the amended anti-merger 
section of the Clayton Act resulted in a resound- 
ing victory for the antitrusters in Washington. 
(See United States v. Bethlehem Steel Corp. re- 
ported in JOURNAL OF MARKETING, July, 1959.) The 
second major test has now given the antitrusters 
another victory that in many respects is more 
impressive than the first because less expected. 
In contrast to the Bethlehem case, however, this 
decision may be reviewed by the Supreme Court, 
for the losers have announced their intention to 
appeal. 

This most recent test of the anti-merger law 
concerned the acquisition by Brown Shoe Com- 
pany of G. R. Kinney Company. Brown was the 
fourth largest manufacturer in an industry of 
relatively small firms; and although Kinney was 
a small manufacturer of shoes too, its main 
importance was as a shoe retailer—an activity in 
which its 411 stores gave it the first place in the 
nation. Thus this merger was primarily vertical 
in its nature. 

An application by the Government to block 
the merger before it took place had been turned 
down by the Court in January, 1956. (See JOURNAL 
OF MARKETING, July, 1956.) The Court had 
thought it would be sufficient merely to require 
that the assets and operations of the merging 
firms be kept separate to facilitate the dissolution 
of the merger if that was the final outcome of 
the case. 

Judge Weber, who heard this suit, pointed 
out that Section 7, Clayton Act cases raise three 
questions—what is the line of commerce involved; 
what is the area of commerce or the geographical 
market; and what is the probable impact of this 
merger on competition within the market? In 
spite of the many rules that have emerged from 
prior decisions to answer these questions, he 
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had little confidence in their use. A line of com- 
merce, for example, “cannot be determined by 
any process of logic and should be determined by 
the processes of observation.” So he went to the 
facts, as one must in each case. 

The determination of the relevant lines of 
commerce and the geographical markets raised 
no great problems. The prosecution and the 
defense agreed that the market was national for 
shoe manufacturing and local for shoe retailing. 
The contention of the merged companies, how- 
ever, that the shoe industry was really many 
different industries, depending not only upon 
whether the shoes were for men, women, or chil- 
dren but depending upon their price, quality 
and type was rejected by the Judge. That children 
and the sexes were supplied by different lines of 
commerce he agreed, but the behavior of buyers 
with respect to such things as prices, qualities, 
and types showed that otherwise shoes were con- 
sidered quite interchangeable. 

The most significant part of Judge Weber's 
decision concerned his appraisal of the impact 
of the merger upon competition. Statistically, the 
merger looked innocuous, since it raised Brown's 
share of shoe manufacturing only from 4 to 5 
per cent of the nation’s total. Viewed in the light 
of national trends, however, it looked quite diller- 
ent. There has been a definite trend in the shoe 
business toward the integration of manufacturing 
with retailing, and once manufacturers acquire 
retail outlets they increase the sale of their own 
products through those outlets. This merger was 
clearly a part and an intensification of that trend, 
which has operated to make life more difficult 
both for independent manufacturers and inde- 
pendent retailers. Thus, this merger in spite of 
its statistical insignificance is illegai, since its 
effect is to lessen competition and since it tends 
to create a monopoly. 

Judge Weber has clearly applied the anti- 
merger law in the manner intended by Congress 
—that is, as a protection against monopoly in its 
incipient stages and against the insidious sup- 
pression of competition a little at a time. In his 
own words: “We can only cat an apple a bite at 
a time. The end result of consumption is the 
same whether it be done by quarters, halves, 
three-quarters, or the whole, and is finally deter- 
mined by our own appetites. A nibbler can soon 
consume the whole with a bite here and a bite 
there. So, whether we nibble delicately, or gobble 
ravenously, the end result is, or can be, the same.” 


B. Collusive Practices 


1. United States v. Greater Blouse, Skirt & 
Neckwear Contractors’ Association, Inc., et al., 
CCH 4 69,454 (D.C. S. N.Y., September, 1959). 
[K.J.c.] 


One of the few industries that potentially comes 
close to representing the economist’s conception 
of a “purely competitive” situation is the women's 
clothing industry. This potentiality, however, has 
not been permitted to materialize, for the indus- 
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try has sought to bring order out of competitive 
chaos by its cartelization. Associations of manu- 
facturers and contractors (who perform work for 
the manufacturers) in co-operation with the In- 
ternational Ladies’ Garment Workers’ Union 
(ILGW) have set about to control costs in the 
industry and to allocate manufacturers’ business 
among competing contractors, thus bringing a 
certain amount of stability to the industry. 

The federal government is now prosecuting 
some leading elements in this industry and has 
secured the indictment of an association of man- 
ufacturers, two associations of contractors and a 
local of the ILGW, as well as a number of indi- 
viduals, for their activities centering in a four- 
state area—~New York, Connecticut, New Jersey 
and Pennsylvania. The indictment charges a 
conspiracy to restrain and to monopolize trade 
by such practices as fixing the prices the manufac- 
turers pay the contractors for work performed, 
allocating such work among the contractors, forc- 
ing nonmembers to conform to the standards set 
and policing the agreements. 

The indictment against the associations engag- 
ing in the above practices did not charge that the 
public had been injured, and this failure was 
exploited by one of the individual defendants 
in an effort to kill the prosecution. He quoted 
the Supreme Court in Apex Hosiery Co, v. Leader 
(g1:0 U.S. 469, |1940]) that “in general, restraints 
upon competition have been condemned only 
when their purpose or effect was to raise or fix the 
market price.” 

It is dubious that the Apex rule would, under 
any circumstances, have permitted to escape car- 
tel-like arrangements such as those at issue in 
this suit. However, Judge Dimock now shows that 
the antitrusters won a useful victory in the 
Klor decision of April, 1959 (see this section of 
JOURNAL OF MARKETING, October, 1959), for the 
decision’s effect is to limit the Apex rule. The 
essence of the Alor decision was that injury to 
the public may be assumed when a practice il- 
legal by its very nature, such as boycotting, is 
at issue. The women’s clothing indictment charges 
a boycott, so failure to show how the public was 
hurt is immaterial. 

This decision shows the irony of the law, for 
the Supreme Court's concern in the Klor decision 
seemed to be the protection of the small firm, 
for of the boycott at issue it said: “. .. it is not 
to be tolerated merely because the victim is just 
one merchant whose business is so small that his 
destruction makes little difference to the econ- 
omy.” The decision now becomes a part of the 
harassments complicating the efforts of minuscule 
businessmen to protect themselves against the 
competition that threatens to engulf them all. 


2. Independent Iron Works, Inc. v. United 
States Steel Corporation, et al., CCH 4 69,473 
(D.C. N. Calif., September, 1959). [K.J.c.] 


In view of the 1959 steel shortage caused by the 
strike, this decision is interesting. It concerned a 
treble damages suit charging that United States 
Steel, Bethlehem, and Kaiser conspired to ration 
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steel during the 1955 shortage, thereby depriving 
the plaintiff of some of the steel it required. The 
evidence of the conspiracy was found in the 
parallel action of the defendants in rationing steel 
and in employing past purchases as a part of the 
rationing formula. 

Judge Wollenberg in this decision rejected the 
conspiracy charge, holding that this “is not the 
kind of ‘parallel conduct’ which will support an 
inference of conspiracy. Past purchases afford a 
logical and reasonable guide for distribution dur- 
ing a shortage period.” To infer conspiracy, 
there must be a similarity in conduct under cir- 
cumstances that suggest agreement as distin- 
guished from individual action, such as when the 
parallel conduct is adopted by a competitor in 
apparent contradiction to its own interests. Paral- 
le) conduct does not necessarily indicate collu- 
sion, for reasonable businessmen may be expected 
to act similarly when faced with the same prob- 
lem. 

This decision underlines what has been pointed 
out before in these columns—namely, that the 
successful application of the consciously parallel 
action doctrine in an antitrust suit requires evi- 
dence that the defendants did something to pro- 
mote the parallel action. Similar conduct is not 
enough. An assist must have been given in some 
way to promote such conduct. 


C. Market Exclusion Tactics 


United States v. E. I. du Pont de Nemours 
and Company, et ai., CCH 4 69,461 (D.C. N. IIL, 
November, 1959). [K.J.C.] 


In June, 1957, the Supreme Court, much to 
the country’s surprise, found that du Pont’s hold- 
ing of 6g million shares of General Motors stock 
violated Section 7 of the Clayton Act. (See jour- 
NAL OF MARKETING, October, 1957.) In so doing, 
it reversed the decision of Judge Walter LaBuy 
of the District Court and returned the case to 
him to fashion a decree that would end the viola- 
tion and assure competition. Judge LaBuy has 
now drafted the decree, closing the case, at least 
for the time being. 

The Supreme Court had found that there was 
a reasonable probability that the stockholding 
would restrain trade in automotive finishes and 
fabrics, and the Government contended that the 
remedy for this situation was made mandatory 
by the law—namely, the divestment of the shares 
by du Pont. To effect this solution, it proposed 
that the held shares be distributed by du Pont 
over a 10-year period pro rata among its share- 
holders with the exception of two du Pont family 
holding companies whose portions would be sold 
to the public. This basic provision was to be 
accompanied by certain ancillary requirements to 
make sure that the illegal association was not 
continued. This suggestion of the Government 
has now been rejected by Judge LaBuy who has 
substituted a milder arrangement. 

The problem as Judge LaBuy saw it was to find 
a way to eliminate the illegal effects of the stock- 
holding without inflicting undue hardship on 
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the corporations concerned or on their stock- 
holders—particularly on the latter, who were 
guiltless of any wrongdoing. The Government's 
proposed remedy was unsatisfactory to him be- 
cause it would inflict severe losses on these inno- 
cents, first, by subjecting them to heavy income 
taxes on the value of the General Motors shares 
distributed to them and, second, by depressing 
the market values of du Pont and General Motors 
stock. The loss in value of the stock would result 
not only because the Government's plan called 
for the sale of some 2 million shares of General 
Motors stock a year for ten years but because 
many additional shares, both of du Pont and 
General Motors, would be thrown on the market, 
sometimes to avoid the tax consequences of the 
stock distribution and sometimes to raise money 
to pay the tax. 

The forced distribution of the General Motors 
shares held by du Pont was, to Judge LaBuy, not 
only undesirable in its economic effects but un- 
necessary legally. He rejected the government’s 
contention that the Clayton Act made their divest- 
ment mandatory, ruling instead that the court 
had the same discretion in framing a decree un- 
der this law as under the Sherman Act. More- 
over, the evils arising from the stockholding could 
be shed as well by divesting du Pont of the voting 
rights to the held shares as by divesting the 
Corporation of their ownership. 

Judge LaBuy’s final decree calls for du Pont to 
pass through to its stockholders the voting rights 
to their portions of the held shares, except for 
the family holding companies whose portions 
would not be voted by anybody. To supplement 
this measure, interlocks between du Pont’s and 
General Motors’ employees and directors and 
preferential trade arrangements between the cor- 
porations, such as those with respect to patent 
licensing and sharing the results of research, 
would be enjoined. Requirements contracts cover- 
ing General Motors’ purchases from du Pont 
would be forbidden for three years, after which 
they could be entered for durations not exceeding 
one year. 

Judge LaBuy’s concern for the welfare of the 
stockholders of du Pont and General Motors is 
no doubt sincere. Moreover, it is very easy for 
one who need not take the responsibility for 
inflicting loss on the million stockholders involved 
to criticize him for softness. Nevertheless, a major 
charge of critics of our antitrust policy has been 
that our courts have shown themselves far more 
concerned with protecting the property rights of 
stockholders than in protecting the rights of the 
public to competition, and Judge LaBuy’s deci- 
sion will no doubt be exhibit No. 1 in these 
critics’ house of horrors. The need for solicitude 
for du Pont’s stockholders at least may well be 
questioned, for although they were not parties to 
the suit, is it not true that stockholders in the last 
analysis must take responsibility for their cor- 
porations? And if there was a reasonable proba- 
bility, as the Supreme Court found, that the stock 
interlock would lessen competition, there would 
seem to be a reasonable probability as well that 
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the stockholders of du Pont had, in the past, 
benefited from this illegal situation. 

The question of the amount of consideration 
to which stockholders are entitled would not 
need to arise at all were it quite clear that Judge 
LaBuy was correct in his assumption that the 
divestment of voting rights was an adequate 
remedy, for antitrust decrees are supposed to be 
remedial and not punitive. But is the divestment 
of voting rights adequate? Du Pont is left with 
a $3,500,000,000 investment in General Motors, 
and it stretches one’s credulity to think that under 
such circumstances the relations between the 
corporations can ever be completely “arms 
length.” Business thrown by du Pont to General 
Motors will inevitably work to du Pont’s own 
advantage; and althought it is true that this suit 
was concerned with business moving in the oppo- 
site direction, the future could easily make Gen- 
eral Motors a major du Pont supplier. Moreover, 
du Pont can expand not only out of its own 
earnings but out of a substantial portion of Gen- 
eral Motors’ earnings as well. Judge LaBuy’s 
contention in this regard that du Pont has always 
followed the practice of distributing General 
Motors’ dividends to its own stockholders is of 
little consolation, for there is no requirement that 
this practice be continued in the future, and 
even if there were it is quite clear that no one 
really knows what dollar a corporation is paying 
out in dividends. Assuming that du Pont pays 
out its General Motors dividends first, the more 
income it receives from that source, the more of 
its own earnings it can retain for expansion. The 
question really is a very simple one—is a substan- 
tial stock tie-up between two of the largest cor- 
porations in the country a healthy state, and to 
that question there can be but one answer—a 
resounding no. 

Although Judge LaBuy’s decision is final, he 
has suggested that his decree might have to be 
reconsidered and amended. Stronger remedies 
would be in order if the mere divestment of 
voting rights does not remedy the illegal situation. 
In this regard, however, it would seem that little 
could be expected, for it would be Judge LaBuy 
who would decide on the effectiveness of the 
present remedy, and after all it was he who, in 
his original decision, decided that there was 
nothing to be remedied anyway. 


Il. REGULATION OF PRICE 
COMPETITION 


A. Price Discrimination 


1. Anheuser-Busch, Inc. v. Federal Trade 
Commission, CCH 4 69,330 (CA-7, April, 1959). 


Atlas Building Products Company v. Dia- 
mond Block and Gravel Co., CCH 4 69,448 (CA-10, 
August, 1959). [H1.0.0.] 


The Robinson-Patman Act is widely misunder- 
stood. That fact is almost universally conceded. 
The misunderstanding extends, unfortunately, 
into the ranks of the most sophisticated execu- 
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tives, experienced lawyers, trial-tested judges. One 
reason for this state, and a manifestation of it, is 
that different courts frequently rule in different 
ways in similar cases. It occurred again, recently. 
The question was whether a price reduction in 
one market, but not in others, violated Section 
2(a) of the Robinson-Patman Act. The Court of 
Appeals of the Seventh Circuit said “no.” The 
Court stated that the price reduction to all buy- 
ers in one area was not unlawful because those 
in other areas who paid a higher price were not 
“competing purchasers.” The price discrimination 
sections of the Robinson-Patman Act require 
injury to competition before the law is violated. 

The Court of Appeals of the Tenth Circuit 
disagreed. Upholding a treble-damage judgment 
in favor of a local seller who lost business by 
reason of a competitor's price reduction in the 
one area where they both competed, the Court 
stated that those receiving different prices need 
not be competing purchasers, as long as the prac- 
tice itself tended to injure competition. 

Final word will have to come from the Su- 
preme Court of the land. In the meantime, any 
seller who engages in “area” price discrimination 
does so at his own peril. 


2. Robinson v. Stanley Home Products, Inc., 
CCH 4 69,501 (D.C. Mass., March, 1959). [H-D.O.] 


The Robinson-Patman Act was passed by Con- 
gress to protect small firms from what was con- 
sidered to be the unfair competition of their 
larger competitors. This does not mean, a court re- 
cently indicated, that the Act should be extended 
to protect brokers when a manufacturer decides to 
sell direct. The court stated that a manufacturer 
of plastic cups did not violate the Clayton Act 
when it eliminated a broker in order to reduce 
its prices to a particular buyer. The court held 
that there was no “actual sale,” and the Clayton 
Act requires a sale before a violation can be said 
to occur. That may have been the technical 
holding; underneath this legality remains the 
fact that the, courts, in general, are not now 
ready to extend application of the Clayton Act, 
as amended by the Robinson-Patman Act, beyond 
the traditional cases in the field. 


3. Federal Trade Commission Task Force. 
[H.D.0.] 


While the courts are reluctant to extend the 
Robinson-Patman Act beyond its original pro- 
visions, the Federal Trade Commission itself has 
undertaken steps to insure more effective en- 
forcement of the Act. The Commission has ap- 
pointed a Special Task Force to explore methods 
for further “stepping up” the Commission's en- 
forcement of the Act. The new group's assign- 
ment is to recommend how the Conrrnission can 
best enforce the law. The Commission has already 
indicated that the Task Force might consider the 
feasibility of staff guides, showing what is legal 
or illegal. These would be made available to the 
public, as a means to create better understanding 
and more compliance with the law. Businessmen 
in general, and marketing people in particular, 
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will undoubtedly find such guides to be of very 
real help. 


4. Federal Trade Commission v. Washington 
Fish & Oyster Co., Inc., CCH 4 69,487 (CA-9, 
October, 1959). [1.D.0.] 


The Court of Appeals of the Ninth Circuit 
recently gave its stamp of approval to a principle 
of law which has been cited by lower courts for 
several years. This principle states that a manu- 
facturer cannot justify granting a commission to 
a broker who works for the buyer, even if the 
manufacturer gives the commission in order to 
“meet competition in good faith.” The Robinson- 
Patman Act states that no seller may provide a 
broker with a commission unless that broker 
actually represents the seller. In other words, a 
manufacturer cannot justify giving an improper 
brokerage commission on the ground that his 
competitors are doing the same thing. His remedy, 
it would appear, would be to notify the proper 
authorities. 


B. Resale Price Maintenance 


1. Revlon, Inc. v. American Mutual Company 
and American Home Products v. Benny R. Hom- 
sey, Joe R. Homsey, and Sam Homsey, partners, 
d.b.a. American Mutual Company, CCH 4 69,483 
and 469,484 (Oklahoma District Ct., October, 
1959)- 

Remington Arms Company, Inc. v. L. Jus- 
ton Skaggs and Mary Skaggs, CCH 4 69,520 
(Washington Supreme Ct., November, 1959). 
[M.C.1.] 


The non-signer provisions of the Fair Trade 
Acts of two more states, Oklahoma and Washing- 
ton, have been declared unconstitutional. 

An Oklahoma District Court ruled that the 
non-signer provision of the Oklahoma Fair Trade 
Act was an unconstitutional delegation of price 
fixing power to private persons and that it was 
repugnant to the due process clause of the State 
Constitution because these price fixing powers 
were exercised arbitrarily without legislative 
standards and guideposts and because there was 
no real relationship between fair trade price fix- 
ing and the prevention of injury to the cco- 
nomic, social, and moral well-being of the State. 

The 5-4 decision of the Washington Supreme 
Court reversed a decision of 18 years standing 
by the same court. The basis of the decision is 
the improper exercise of the police power. The 
Court pointed out that the 1941 decision (Sears 
uv. Western Thrift Stores of Olympia, Inc.) failed 
to discuss the relationship of the Fair Trade Act 
to the public welfare, which is the justification 
for the exercise of a state’s police power. It 
quoted the thinking of law journal articles and 
recent decisions of other state courts which had 
declared the non-signer provision to be unconsti- 
tutional to justify its opinion that fair trading is 
for private gain rather than for public benefit 
and that the non-signer provision, by requiring 
a minimum of one actual contract, is a device 
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which gives the manufacturer such complete 
power over price that it is no longer directly 
related to cost. 

The principal economic thoughts expressed in 
the dissents in the Washington opinion (which 
can always carry the seeds of future reversals) 
were based on the preservation of goodwill value 
and the prevention of price cutting that can 
drive to the wall the small retail merchants who, 
because of large overheads and small turnovers, 
could not compete. 


2. Gulf Oil Corp. v. Claude E. Mays, CCH 
4 69,495 (Pa. Ct. of Common Pleas, October, 1959). 
[M.c.H.] 


In Pennsylvania it has been a_ long-estab- 
lished principle that the giving of trading» stamps 
does not constitute price cutting in violation of 
fair trade agreements (Gever v. American Slores 
Company, reported in this section, July, 1957). 
Thus, in this case a retail dealer selling Gulf 
Gasoline is ordered to refrain from selling it at 
less than Gulf Oil Corp.'s fair trade price, even 
though he claimed he did so as a means of 
competing with dealers who gave trading stamps. 

In his defense, the dealer in this case claimed 
that contracts between him and the gasoline sup- 
plier had the effect of making him a “captive 
dealer” and that he did not have the option to 
buy or not to buy. The oil company had assisted 
him in entering the service station business by 
endorsing his note to a bank and had received a 
mortgage as security against its resulting liability. 
A sales agreement, covering the 15 years from 
1955 to 1970, then obligated him to purchase go,- 
ooo gallons of Gulf motor fuels each year—a com- 
mon arrangement in petroleum distribution. The 
dealer argued that he was a non-signer, that Gulf 
had started the fair trading of gasoline in 1959, 
and that, in view of his purchase commitments, he 
should be allowed to price the product according 
tu his judgment, suggesting that otherwise he 
might be caught in a squeeze. 

The Court pointed out that the dealer’s actual 
sales had been much greater than the required 
minimum. It admitted that sales of gasoline by 
the retailer might be less if his price were raised 
to the fair trade level, but could not see why 
they would be so much less that the dealer would 
be financially jeopardized. The Court recognized 
that its decision was based on the particular rec- 
ord rather than on the gencral validity of the 
possibilities that the dealer had suggested. Thus 
one may conclude that the nature and extent of 
other contracts could, in some circumstances, make 
fair trade agreements overburdensome in the eyes 
of the law. 


g. Eli Lilly and Company v. Sav-on Drugs, 
Inc., CCH 469,480 (New Jersey Superior Ct., 
September, 1959). [M.c.1.] 


Eli Lilly, an Indiana corporation, has been set 
back in its efforts to enforce resale price mainte- 
nance against a non-signer in New Jersey on the 
basis of a legal technicality. A “foreign” corpora- 
tion cannot maintain an action upon any contract 
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made by it in New Jersey without first having 
obtained a certificate that it is authorized to 
transact business in that state, Lilly had not ob- 
tained such a certificate, and its claim that it was 
not transacting business in New Jersey was re- 
jected because it maintained in the state an 
office and 18 “detailmen” who visited retailers, 
physicians, and hospitals to acquaint them with 
its products, 


4. Cluett, Peabody & Co., Inc. v. J. W. ij ys, 
Inc., CCH 4 69,485 (New York Ct. of Appeals, 
July, 1959). [M.c.11.] 


The New Yor Court of Appeals has reaffirmed 
without further comment the ruling of the New 
York Supreme Court reported in this section, 
July, 1958. A non-signer who purchased fair- 
traded shirts from an exporter, without knowl- 
edge at the time of purchase of their fair trade 
Status, is allowed to sell these shirts at less than 
fair trade prices. 


C. Price Control (Minimum and Maximum) 


Schwegmann Brothers Giant Super Markets 
v. Sidney J. McCrory, Commissioner of Agricul- 
ture & Immigration of the State of Louisiana, 
CCH 469,477 (Louisiana Supreme Ct., June, 
1959): 

Food Town, Inc. v. Sidney J. McCrory, CCH 
469,478 (Louisiana Supreme Ct., June, 1959). 
[M.c.14.] 


The batting average of Schwegmann Brothers 
in its fight against fair trade and sales-below-cost 
laws has dropped as it strikes out in this effort 
to have declared unconstitutional the Louisiana 
sales-below-cost law covering milk, milk products, 
and frozen desserts. The constitutionality of the 
Louisiana Orderly Milk Marketing Act is af- 
firmed in these two consolidated decisions. 

Schwegmann argued that this price control 
represenied an unconstitutional delegation to 
private persons of the legislative power to fix 
minimum prices and that the Act failed to pro- 
vide adequate standards for the Commissioncr’s 
exercise of certain discretionary functions such 
as the determination of “cost”. The Court said 
that some administrative functions and details 
must of necessity be delegated. And it went on to 
say that this Act was no more arbitrary and dis- 
criminatory than the State’s Unfair Sales Act 
which prevented “injury to a competitor and, 
ultimately, to the community.” 


IV. REGULATION OF CHANNELS 
OF DISTRIBUTION 
B. Relations Between Buyers and Sellers: Ex- 
clusive Dealing Arrangements, Etc. 


Richfield Oil Corporation v. Karseal Corpora- 
tion, CCH 4 69,486 (CA-9, October, 1959). [M.c.H1.] 


It was reported in this section of the last issue 
that a third major oil company had been struck 
down for using exclusive dealing tactics in its 
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relations with its independent retail service sta- 
tion dealers. Now a Court of Appeals has ruled 
on the impact of these exclusionary tactics on 
third parties. In an action which had previously 
been dismissed and then reversed, the Appeals 
Court upholds the awarding of treble damages 
to Karseal against Richfield Oil Corporation. 

Richfield was found guilty of unlawful exclu- 
sive dealing in an opinion handed down in 1951 
and affirmed by the Supreme Court in 1952 (99 
Fed. Supp. 280: 343 U.S. g22). Karseal claimed 
that it was denied access to the 3,000 Richfield 
service stations during the six years between 1947 
and 1953 in the sales of its product “Wax Seal”. 
The Richfield decision is here deemed to be 
only prima facie evidence of the restraint. But 
the Court finds the evidence of the specific ex- 
clusion to be enough to uphold the award of 
treble damages. 

What is of particular interest in this case is 
that the “threat” tactics which have been aired 
so frequently before small business investigating 
committees of Congress are here found to be 
adequate to prove a clear causal connection be- 
tween the general restraint and the particular 
damage suffered by Karseal. In addition to the 
fact that Karseal had little success in selling its 
product, testimony was offered of pressure by 
Richfield’s representatives to keep Wax Scal out 
of their stations and out of display windows. 


VI. PROCEDURAL AND 
MISCELLANEOUS DEVELOPMENTS 


1. In re. Schick, Inc., et al., FTC Dkt. 6892, 
CCH 4 28,254; In re. Sperry Rand Corp., FTC 
Dkt. 6701, CCH 4 28,255; In re. North American 
Philips Co., Inc., FTC Dkt. Gg00, CCH 4 28,327. 
[k.J.C.] 


On July 23, 1959 the Clayton Act was amended 
to make self-enforcing cease-and-desist orders is- 
sued by the Federal Trade Commission with 
respect to violations of that Act. (See this section, 
JOURNAL OF MARKETING, January, 1960.) As with 
respect to such orders issued against violations of 
the Federal Trade Commission Act, respondents 
now have sixty days within which to appeal to 
the courts if they believe the order to be illegal. 
In the absence of such appeal, the orders become 
binding at the end of the sixty-day period, and 
subsequent violations subject the respondent to 
civil penalties ranging up to 5 thousand dollars 
for cach ollense. 

After the enactment of this amendment, the 
Federal Trade Commission announced that re- 
spondents to cease-and-desist orders issued before 
the amendment was passed would have sixty days 
from the passage of the amendment to appeal to 
the courts, after which those orders, too, would 
become final. That announcement, however, was 
of little consolation to firms which had voluntarily 
accepted cease-and-desist orders without a con- 
test, for such firms had waived their rights of 
appeal. 

Several respondents to consent orders have 
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raised this matter, claiming in effect that it is 
unfair to bind them to the terms of a law not in 
existence when the order was voluntarily accepted 
and asking that the orders be set aside or modi- 
fied. This the Commission has refused to do, 
pointing out that when they consented to the 
order they waived all rights to challenge its 
validity. 


2. United States v. McDonough Co., et al., 
CCH 4 69,482 (D.C. §. Ohio, October, 1959). [K.J-c.] 


It will be many a day before another defendant 
pleads nolo contendere to a serious criminal anti- 
trust charge before Judge Mall G. Underwood, 
for here is a judge who believes that Congress 
provided jail sentences for Sherman Act offenses 
with the expectation they would be used and who 
really sees no difference between a plea of nolo 
contendere and a plea of guilty. 

Judges have many times pointed out that a 
plea of nolo contendere was substantially a plea 
of guilty, but in practice they seemed to recognize 
a fine difference between them. At least, jail sen- 
tences, seldom used under any circumstances, had 
never before been imposed on defendants not 
contending the prosecution. Judge Underwood, 
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however, expressing his dislike of the whole nolo 
contendere procedure, accepted the pleas in a 
collusive price-fixing case and then imposed $5000 
fines and ninety-day jail sentences on the four 
business executives involved, much to the amaze- 
ment of the defense. Thirty-day stays of execution 
were granted while the health of two of the 
defendants was investigated. 


3. Carter Products, Inc. v. Federal Trade 
Commission, CCH 4 69,390 (CA-g, July, 1959). 
[H.D.0.] 


There has been a continuing trend, most nota- 
ble in recent years, to make the Federal Trade 
Commission the final authority in deciding con- 
flicts in testimony that may come before it and in 
determining the remedy necessary to eliminate 
the unfair and deceptive practices found to exist. 
A reviewing court should not upset the Commis- 
sion’s holdings, it has been ruled, even if it 
disagrees with the Commission. As long as the 
Commission, in its findings and order, is sup- 
ported by “substantial evidence,” no _ reversal 
should be made. In other words, the courts recog- 
nize the Commission as an expert agency whose 
orders should not be lightly overturned. 
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1. ADVERTISING AND 
SALES PROMOTION 


Psychology and the Invisible Sell. Richard P. 
Barthol and Michael J. Goldstein, Cali- 
fornia Management Review, Winter, 1959, 
PP- 29°35- [W-J-R.] 

Herein the authors attempt . to separate 
the evidence concerning the known effects of sub- 
liminal stimulation from the fantasies which some 
of the published reports have elicited.” They 
briefly trace psychological research on subliminal 
stimulation from 1900 and conclude from 
studies that: (1) an effective subliminal message 
must be close to the threshold; (2) because of 
individual differences in threshold levels, an ef- 
fective subliminal message will be clearly visible 
to some in a group; and, (3) those who do not 
clearly see the subliminal message are likely to 
distort it in the direction of their own needs and 
anxieties. 

The authors question the effectiveness of sub- 
liminal projections and express little concern 
about the ethics of its use in entertainment, 
bracketing it with background music or ingenious 
lighting. Noting that nobody has yet compared 
the effectiveness of subliminal and supraliminal 
materials, they speculate that “some roué might 
flash a sign ‘Kiss Joe’ subliminally to a prospective 
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seductee, but candlelight, soft music, and liquor 
are more effective.” 


“La motivation” dévoilée a la presse féminine. 
Marcel Huet, Vente et Publicité, July/ 
August, 1959, pp. 6-9. [P.£.] 

This article is really three case histories pre- 
sented at a conference at Pau last May. The 
products in question (furniture, shoes, and gas 
for cooking and heating) are purchased largely 
by the housewife; hence the title. 

Mr. Charles Minvielle spoke of adapting the 
products of his family’s furniture factory so that 
they met the needs of young couples. A study 
carried out by his company indicated, inciden- 
tally, that the number of drawers in desks is a 
status symbol—the more drawers, the greater the 
authority. Mr. Minvielle, finally, went against 
tradition in the French furniture industry and 
installed an exhibition room in Coarraze-Nay (the 

* in Béarn where his factory is located). It 

‘e the notion that furniture could not 

iside the furniture districts of cach city. 

. Bidegain pointed out that the 1,500,000 of 

ce idren 5 shoes manufactured each year by his 
concern are sold directly from Pau; no sales office 
is maintained in Paris. Mr. Vibert, social re- 
searcher with Synergic-Roc, described the de- 
velopment of a shoe (the “Kiddysport”) which 
met the desires of the “mother” (comfort), the 

“housewife” (durability) and the “woman” (at- 

tractiveness), 

Mr. Theveneau of Gaz de France spoke of the 
reaction of housewives to the arrival of the nat- 
ural gas from Lacq in Toulouse, Bayonne and 
Nantes. In brief, the reaction was principally 
that of curiosity. 


Equivalences ou essai d’un lexique Américano- 
Francais. Pierre Herbin, Vendre, April, 
1959, pp- 17-26; and May, 1959, pp. 53-57- 
[v.£.] ‘ 

The American marketing vocabulary has caused 
considerable confusion in France. French market- 
eers follow developments in the US., searching 
for techniques that are applicable in France. In 
expressing new ideas sales and advertising per- 
sonnel have often found that two people will use 
the same word, cach one having a different un- 
derstanding of the word. The fault may lie with 
the French people in question, or it may be the 
result of imprecision in American (examples of 
words with multiple meanings: “merchandising” 
and “marketing”). 

It is obvious that methods and objectives can- 
not be clearly fixed in such circumstances. Mr. 
Herbin has given in these two articles transla- 
tions and definitions of the principal terms used 
in marketing. Example: “motivation research” 
becomes “enquéte psychologique, étude des mo- 
biles qui régissent les réactions de la personne 
humaine”, 

This salutory work should do much to suppress 
translations that are not exactly correct in French 
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(such as “recherche motivationnelle”) as we" as 
the American-French gibberish that some imer- 
chandisers had started to use. 


Rédaction a Vaméricaine ou rédaction a la 
francaise. Eddy Florentin, Vendre, May, 
1959» PP- 29°35- [P-E-] 

French advertising agencies may or may not 
have policies to guide their copy writers. When 
policies exist, they may specify copy that is Amer- 
ican or French in inspiration. 

In this article, Mr. Florentin shows five differ- 
ences between these schools: the way of “ap- 
proaching” the reader, of catching his attention, 
of convincing him, the layout and illustration. 

Of particular interest is the difference in the 
way of convincing: the American (Claude Hop- 
kins) school tries to “sell” the reader: the French 
school emphasizes more the registering of the 
product and the brand in the reader's head, 
counting on the repeating of the message at the 
point of sale. Thus, the imaginativeness of the 
advertisement, its humour, and the sonority of 
the text play important parts in the French 
school. 

This article will be of help to many profes- 
sionals seeking to straighten out their thinking 
on the “how” of advertising. Among the questions 
they may ask themselves: is not this type of adver- 
tising for specific products much the same as 
their competitors? in countries other than France 
what should be the roles of the advertisement, 
the label, the display, and the retailer? 


r 


Advertising Allowances. Cartel, October, 1959, 


pp. 120-124. [S.C.11.] 


A summary and an analysis of a Canadian 
Restrictive Trade Practices Commission investi- 
gation into advertising allowances in the Canadian 
grocery trade. The study shows that the granting 
of special advertising allow ces is widespread; 
that the allowances favor chain stores, aver- 
aging about 2.5 per cent w larger chains and 
about .75-1.00 per cent to other customers. The 
study . . does not satisfactorily prove or dis- 
prove the theories that big sellers pay smaller 
allowances than small sellers or that big buyers 
tend to shun big sellers.” 


Spectographie des annonces. Eddy Florentin, 
Vendre, July, 1959. [V-£.] 

This is an interesting article, defining what 
advertising men in France have talked about for 
years: advertisements 4 l'américaine and adver- 
tisements 4 la francaise. The existence of these 
concepts is, incidentally, a sign of the individual- 
ism found in the French advertising profession. It 
also underlines the conviction that American mer- 
chandising methods are not directly “exportable” 
to France. 

These convictions have not, however, prevented 
French ad agencies from exploiting advertising 
a l'américaine. In fact, as Mr. Florentin points 
out, a new dimension is evolving and will eventu- 
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ally replace the simplistic division into two cate- 
gories bearing different national flags. 

Presented in technical terms, this article should 
be of interest to all professionals and teachers 
of advertising. 


Colonial Newspaper Advertising: A Step Toward 
Freedom of the Press. Steven J. Shaw, The 
Business History Review, Autumn, 1959, 
PP- 409-420. [S.C.11.] 


The significant role of advertising in American 
journalism is emphasized by this study of the 
colonial period (16go-1750). Early newspapers, 
fearful of censorship, depended mainly upon the 
republication of stale news from English journals 
and were unable to command sufficient circulation 
to obtain adequate advertising revenues. Neve: 
theless, at least some advertising appeared in even 
the earliest days of Colonial journalism, Gradu- 
ally Andrew Bradford and Benjamin Franklin 
demonstrated, through improved newspaper dis- 
tribution and livelier editing, a path towards 
improved circulation and increased advertising, 
and consequently, freedom from dependance on 
political subsidy. 


Where in the Newspaper is the Best Place for 
Your Ad? Florence Olsen, Media/Scope, 
June, 1959, pp. 39-41. [J-E-M.] 


A report is presented on the results of news- 
paper readership studics. Suggestions are made 
on the use of such research by media groups, 
copy and art people. Specific tables comparing 
readership by age groups and sex are used to 
illustrate the author's comments. Specific guides 
are presented for national advertisers using news- 
papers’ food pages. The author states: “The 
newspaper's flexibility extends to copy treatment 
and placement quite as much as it does to other 
factors the advertiser and agency must consider 
in developing their marketing strategy and tac- 
tics.” 


A Basic Guide to Communicating. John James, 
Industrial Marketing, Part Il, July, 1959, 
pp- 3-8. [J-E-M.] 


The problem of effective communication is 
solved by simplification and symbolization. Four- 
teen suggestions are offered as guides to provide 
optimum results in communicating with others. 
In summary, the author comments: “Convey what 
you have to say—simply, directly, and forcefully. 
Be appropriate, and be distinctive and fresh 
enough to create an afterglow, an image that 
lingers in the audience's mind.” 


New Ad Formula Promises Lasting Growth, 
Stability for Industrial Advertisers. V. Van 
Diver, Printers’ Ink, June 5, 1959, pp- 
19-23. [J-E.M.] 

This report, the first of a series, analyzes the 
sales and advertising volumes of 47 major metal 
producers’ advertising in business papers. Van 


Diver concludes that there is a close correlation 
between sales and advertising. He states: “The 
near-perfect historic alignment of sales with ad- 
vertising throughout the period of this study 
makes it highly probable that any steel company 
that takes full account of the sacredness of its 
own marketing mix and media selection, to which 
success to date can be attributed, can with cer- 
tainty determine its sales five years ahead by 
long-range ad planning and control of its ad 
volume.’ 


How to Pick a Premium to Please Women. Janet 
Wolff, Advertising Requirements, Decem- 
ber, 1959, pp. 76-83. [J-£-M.] 


Janet Wolff has written an excellent guide for 
those marketers concerned with premium pro- 
motions designed to appeal to women. Thirteen 
considerations are suggested and discussed in 
detail, including (1) sell the senses and (2) don't 
be afraid of something really new. 


Doctors Over 65 Want to Continue Getting Direct 
Mail. Drug Trade News, July 27, 1959, Pp. 
28. [D.R.] 


A survey by Fisher-Stevens, medical field direct 
mail company of Clifton, New Jersey, found that 
520 out of Goo physicians over 65 asked that their 
names not be dropped from the Fisher-Stevens 
mailing list because of age. 

The physicians said that they depend heavily on 
mailings from drug companies to keep them in- 
formed of medical developments. 


How to Beat Your Own Drum. Sam P. Carr, Ad- 
vertising Requirements, December, 1959, 
PP- 33°35- [J-£-M.] 

Publicity is necessary to keep media in busi- 
ness. The local newspapers could not possibly 
fill all the editorial columns through the cllorts 
of their reporters. Publicity’s place in the public 
relations program is discus in this article. 
Noteworthy is the explanation of ten things to 
avoid in submitting news stories. According to 
the author, “Your public relations—good or bad— 
are the cumulative impression you have with the 
public.” The advice offered is interesting and 
practical. 


Newspaper Advertising By Small Town Drug 
Stores. American Druggist, August 24, 1959, 
p- 67. [D.R.] 

Small town druggists last year boosted their 
newspaper advertising expenditures, in spite of 
increased space rates, to $9,602,000—a rise of 9.8 
per cent over the previous year. 

This was revealed by American Druggist’s latest 
annual study of newspaper advertising by drug 
stores in towns under 10,000 population. 

While the average newspaper ad expenditure 
per small town drug store increased 7.3 per cent 
last year, the amount of space actually used de- 
clined by 1.9 per cent because the average rate 
per line went up from 5.4¢ to 5.9¢. 
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The average store’s expenditure rose from $772 
in 1957 to $828 in 1958. 


Research Indicates Advertising Serves as Psy- 
chological “Fall Guy” for Consumers. 
Charles Lehman, Advertising Age, October 
5» 1959, Pp- 101-102. [J.£.M.] 


Mr. Lehman, in his capacity as senior analyst 
for Daniel Starch and Staff, suggests a new con- 
ception of advertising evolved from association 
with consumers while conducting research. In the 
triangle of economic participation, the advertising 
practitioner always loses out to the consumer and 
the advertiser: “Product promotion through ad- 
vertising is a never-ending kind of game in which 
social and psychological factors stack the cards so 
that professional advertising people can never 
win; at best they can only break even. As a re- 
sult, advertising people should attempt to develop 
a more favorable image, but in doing so, accept 
the role of being the economy's ‘whipping boy.’” 


L’évolution de L’étalage. Gérard Boucher, Vendre, 
January, 1959. [P-£.] 

This article is a résumé of the important points 
Mr. Boucher made in a series of articles concern- 
ing displays. In it, he shows how the development 
of marketing affects displays. The effects can be 
seen in six ways: changes in the attitude of the 
consumer (for example, the smaller amount of 
leisure time requires that the display catch at- 
tention and start a “sale”), changes in retail 
methods (the most important: self service, for it 
introduces a new dimension into displays), changes 
in store layout (for example, windows without 
back, new lighting techniques, new coverings ...), 
changes in the retailer-manufacturer co-operation 
pattern (the next two years will see growth in 
such co-operation), and changes in the ways of 
financing displays (for example, a group of re- 
tailers may collectively pay a specialist to do 
their displays). 

Mr. Boucher notes that research has shown 
the value of displays (for example, 27% of 
the French who buy a certain product decide on 
their brand while looking at displays) and con- 
cludes that they have a key role to play in future 
merchandising programs. 


Why Advertisers Stop Selling in Summer. Print- 
ers’ Ink, June 12, 1959, pp. 36-41. [J-£.M.] 


A comparison of advertising expenditures on a 
month-to-month basis for 1949 and 1958 shows 
that the pattern of a summer slump changed 
little within the decade. Interviews were held 
with national advertisers to determine why ad- 
vertising expenditures fell off during the summer 
months. Among the various reasons advanced 
were the following: advertising corresponds to 
sales; apparel makers reduce advertising after 
May because both manufacturers and retailers 
reduce their stock; food producers stop advertis- 
ing “winter foods”; and soap manufacturers feel 
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that people will buy soap anyway. The summer 
slump in advertising should not occur, for people 
still buy goods. The anomaly occurs because ad- 
vertisers are not convinced that people do buy 
goods when the weather is hot and humid. Media 
Should convince advertisers that they should 
advertise when competition from other adver- 
tisers is at a low ebb. 


Research, More Creativity, More Scientific Media 
Selection Seen Necessary to ‘Save’ Advertis- 
ing. R. J. Keith, Advertising Age, July 20, 
1959, PP- 71, 72. [J-E-M.] 

Projecting the trend for advertising expendi- 
tures in the ten-year period, 1949-1958, it is 
indicated that the expenditure by 1968 will be at 
the rate of $20 billion a year. During the coming 
decade the advertising message must become more 
efficient in advertising terms. Research must be- 
come more precisely defined. Media will be asked 
to draw a more accurate profile of their audi- 
ences. Creative people should use research more 
sensitively and creatively. They should respond 
to the stimulus of research in much the same 
sense as they do to personal experiences. Efficient 
use of the advertising budget, more intensive 
research, and a closer liaison between research 
and creativity are all presaged for the coming 
decade. 


Can Today’s Industrial Ad Budgets Buy Enough 
Advertising? Printers’ Ink, October 33, 
1959, PP- 23-32. [J-E-M.] 

The advertising patterns of business paper 
advertisers are analyzed for a nine-year period. 
Such advertisers are not increasing their budgets 
and are actually advertising less than in previous 
years. This is not because of higher rates or pub- 
lishers’ costs, but rather the result of unrealistic 
advertising planning. Marketing management in 
this area should take immediate steps to plan 
advertising of a continuous nature. 


What Two Million Traffic Samples Tell About 
‘Markets in Motion.’ Wilbur S. Smith, 
Media/Scope, September, 1959, pp. 67-78. 
[J-E.M.] 


This is a report on a study made of 13 markets 
for the Outdoor Advertising Association of Amer- 
ica. A traffic engineering firm conducted the 
study. Its purposes were to (1) determine the gen- 
eral principles of traffic make-up and origin, (2) 
describe the traffic areas by traffic flow and origin, 
and (3) find a way in which audited automotive 
circulation (Traffic Audit Bureau Reports) can be 
related to coverage (individual automobiles ex- 
posed to an outdoor advertisement) and repetition 
(repeated exposures of an individual automobile 
to the same outdoor advertisement). Six basic 
conclusions were derived from the study, such as 
“night traffic contains a higher proportion of 
home cars than does daytime traffic.” The study 
offers some new insights about traffic flow pat- 
terns. 
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Design and Color: Cure for a Sick Image. David 
King Marshali, Advertising Requirements, 
September, 1959, pp. 89-93. [J-£-M.] 


This article suggests that the services of a 
trained industrial designer be used to instill a 
new breath of life into a company’s image 
through good design. Ten benefits of a properly 
conceived and executed corporate image program 
are discussed. “A corporate image comes to repre- 
sent your company to your audience and to the 
public through repetition and association. In 
other words, the design does not do its job ‘solo’ 
but in consort with other characteristics of your 
company. It becomes symbolic of them, and they 
of it.” 
What is the Difference Between Reader and 
Viewer? Cornelius De Bois, Media/Scope, 
Part 1, September, 1959, pp. 53-58; Part 2, 
October, 1959, pp. 46-51. [J-£.M.] 


A study was made among 228 women in an 
unidentified northeastern metropolitan market on 
the basis of a pre-listed probability sample. The 
subject of the survey was attitudes toward a large 
number of brands. However, one series of ques- 
tions was designed to produce scales of media 
exposure. Six exploratory conclusions were 
reached from the study on media exposure. One 
example was that “the women who do the most 
newspaper reading, daily or Sunday, are older.” 
De Bois feels that people may be print-media- 
oriented or broadcast;media-oriented. When read- 
ers were analyzed in tontrast to viewers, the con- 
clusion was reached that “readers are quite 
different from the viewers, indicating that dollars 
spent in magazines are probably tapping a very 
different market than those spent on TV.” The 
article merits careful perusal by media men and 
marketers. 


How National Advertisers Use Newspaper Space. 
Media/Scope, Part 1, September, 1959, pp. 


60-65; 
[J-E-M.] 


This analysis of 72 product classifications shows 
how national advertisers use newspaper advertis- 
ing space. The compilation portrays (1) total 
weekly linage for each classification, (2) number 
of advertisements run each week, (3) average size 
of advertisements, and (4) number and size of ad- 
vertisements run each day of the week. Many 
interesting relationships and patterns of advertis- 
ing are shown by tables. 


Part 2, October, 1959, pp. 67-70. 


How Industrial Advertising Agencies Make Their 
Money. Dick Hodgson, /ndustrial Market- 
ing, August, 1959, Pp. 39-45- [J-£-M.] 

Industrial Marketing conducted a survey of 

advertising compensation practices among 1,000 

industrial advertisers and 500 agencies handling 

industrial accounts for the National Industrial 

Advertisers Association. A total of 389 advertisers 

and agencies replied. While 87 per cent of the 

agencies feel that their industrial clients are 
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happy with the 15 per cent system, over 50 per 
cent of the clients say they prefer some other 
arrangement. Of these agencies, actually a ma- 
jority are using fees to supplement income from 
business paper commissions. There is a trend in 
the direction of additional fees. A number of 
related questions are covered in this study. Also, 
the verbatim quotes of 44 industrial advertising 
managers are reproduced. The report presents an 
excellent current picture of agency compensation 
in the advertising of industrial goods, 


How and Why General Foods Put $96,000,000 
into Advertising in 1959. Charles G. Mor- 
timer, Advertising Age, August 10, 1959, 
p- Go. [J.£.M.] 


In this excerpt from his annual report to stock- 
holders Mr. Mortimer points out the importance 
of advertising to company growth, explains briefly 
the setting of the advertising budget, and explic- 
itly states how advertising pays for itself. As an 
explanation for the use of advertising, he states: 
“In competition for share of market, advertising 
gets us the ‘share of consumer mind’ which must 
precede getting a better share of market.... 
Advertising helps make possible lower unit costs 
through high volume created by increased de- 
mand for products. So, in addition to its well- 
known function of making people want, adver- 
tising also helps them get.” 

This statement will undoubtedly be quoted 
often in future years. 


Agency-Client Cost Battle: Who Should Pay for 
What? Printers’ Ink, July 24, 1959, Pp- 
21-24. [J.E.M.] 


Advertisers often expect advertising agencies to 
absorb the cost of marketing research to varying 
degrees. This is a short-sighted policy, for ad- 
vertisers should realize that adequate marketing 
research will not be forthcoming until they are 
willing to underwrite the cost. In summation, the 
article states: “The 15 per cent commission sys- 
tem, for all its values, only fogs this fact by 
attempting to relate agency compensation to the 
volume of media used, and disregarding the time, 
effort or money expended by the agency on all 
services for the account. Only when advertisers 
recognize this reality, only when they become 
cognizant that they alone must pay for all re- 
search, will adequate funds be made available to 
make full use of the new research tools necessary 
for marketing in the highly complex and com- 
petitive economy of today. 


How Marketing Concept Shapes Media Planning 
Today. Joseph J. Hartigan, Media/Scope, 
July, 1959. pp- 37-40. [J-E.M.] 

Campbell-Fwald’s media planning approach is 
discussed. The six procedural steps used for 
planning in the agency's media department are 
explained. The department's operations are based 
on two premises. First, the department functions 
as a part of the advertiser's marketing framework. 
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Second, the staff members hold to the policy of 
buying the best possible over-all media perform- 
ance for the specific job involved—within the 
appropriation available. The agency applies three 
basic elements to marketing planning: (1) the 
established marketing objective, (2) the gencral 
and specific conditions of the market, and (3) 
complete knowledge of usable media. 


New Study Shows Profits Rise with Ads. Willard 
C. Wheeler, Printers’ Ink, July 31, 1959, 
pp- 36, 37. [J-E-M.] 


This is an abstract of a report made by Ander- 
son and Cairns, Inc., an advertising agency, to 
determine whether advertising has helped to in- 
crease company profits. Two charts are used to 
illustrate the experience of four major companies. 
One conclusion reached is that it is possible for 
management to achieve lower selling costs when 
the use of advertising is included as a marketing 
function. 


How Advertising Affects Sales in the Oil Equip- 
ment Industry; ... in the Electronics In- 
dustry;...in the Chemical Industry; 
..+ in the Air Conditioning and Heating 
Industry. Vernon Van Diver, Printers’ Ink, 
July 3, 1959. pp. 17-22; August 7, 1959, 
22-28; September 4, 1959, pp. 21-29; No- 
vember 6, 1959, pp- 23-30. [J-£.M.] 


Analyses of the advertising patterns for four 
separate industries reveal that generally, sales 
increase as advertising rises and decrease when 
advertising is curtailed. A company should keep 
its advertising investment above the normal for 
its industry. 

In the article pertaining to the oil equipment 
industry, which is indicative of the others in the 
series, the author shows that the industry has 
experienced considerable growth and that com- 
panies selling to the oil industry were in a more 
favorable market position when they advertised. 
Actual company examples and definitive charts 
help explain all the conclusions. 


Cooperative Advertising. E. B. Weiss, Advertising 
Age, June 8, 1959, pp. 81-84; June 15, 1959, 
pp- 77-80; June 22, 1959, pp. 101-104; June 
29, 1959, pp- 69-72; July 6, 1959, pp. 62-64. 
[J-£.M.] 


Eight chapters of this study are devoted to a 
survey of co-operative advertising practices, As a 
result of current re-evaluation by manufacturers, 
an increasing resistance toward co-operative ad- 
vertising is developing. In pointing out the trend 
toward reappraisal, the non-use or dropping of 
co-operative advertising by a number of promi- 
nent manufacturers is discussed. 

Then the theoretical advantages of co-operative 
advertising are explored and tested against actual 
practices. In using co-operative advertising, the 
manufacturers’ problems far outweigh the ad- 
vantages. Retailer abuses are flagrant, and they 
are often encouraged by media through their 
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rate structures. As a result, retailers have become 
space and time brokers to such an extent that the 
advertising departments of giant retailers are 
profit producers. 

After analyzing the ferment carefully from the 
viewpoints of both the retailer and the manufac- 
turer, Weiss reaches the conclusion that the trend 
is away from co-operative advertising to inside- 
the-store sales stimulators. In the future, new 
promotional concepts will be conceived that are 
in lieu of co-operative advertising. Weiss believes 
that “the advertising budget . . . is finally to be 
relieved of an incubus that has weighed heavily 
on its back. It is to be cleansed, purified. It will 
be more broadly available to buy controlled ad- 
vertising—advertising controlled by the manufac- 
turer.” 


More Light and Less Heat in Co-operative Ad- 
vertising. Joseph Lorin, Journal of Re- 
tailing, Fall, 1959, pp. 147-152. [s.c.H.] 


Many abuses have sprung up in manufacturer- 
retailer co-operative advertising including (1) un- 
economic expenditures for such advertising by 
overly competitive manufacturers, (2) use of the 
allowance as a discount by retailers who fail to 
render appropriate advertising service, (3) billing 
manufacturers at fictitious rates for advertising 
space used, (4) buyers’ requests that vendors raise 
both prices and allowances to impress manage- 
ment. Action by government, vendors, and retail- 
ers is tending to curb these abuses. 


Effectiveness of Window Displays (in Italian). 
Pietro Gennaro, Rivista Internazionale di 
Scienze Economiche e Commerciali (Milan), 
No. 10, 1958, pp. 1-5. [F-M.] 


This report provides empirical support for a 
hypothesis launched by an Italian store merchan- 
diser, to wit: “Put a stale pie in the left corner 
of a display window, and it'll sell like hot cake.” 
A controllc:! experiment carried out at four stores 
in Milan showed that display windows consist of 
locations with different “time exposition value.” 
The crucial TEV variable is the direction of the 
traffic in which the viewers move. A mathematical 
formula is derived for proper shape and arrange- 
ment of display windows so as to optimize TEV. 


Advertising Appropriation Policy. Walter Taplin, 
Economica, August, 1959, Pp. 227-239. 
[s.c.11.] 


Interviews with executives of 40 unidentified 
British firms revealed that most followed the 
somewhat mutually contradictory policies of set- 
ting the advertising appropriation at some pre- 
determined percentage of sales, and of treating 
advertising costs as a “special kind” of costs, to 
be budgeted after all other costs and considered 
more or less as a deduction from profits. The 
survey also showed that even those firms that had 
adopted the “marketing manager” concept and 
were trying to integrate all marketing operations 
still treated pricing as a special area separate from 
marketing. 
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2. AGRICULTURAL 
MARKETING 


Some Technical Factors in the Production and 
Marketing of Canadian Wheat. G. N. 
Irvine and J. A. Anderson, Canadian 
Journal of Economics and Political Sci- 
ence, November, 1959, pp- 439-449- [S.C.H.] 


The authors attribute the popularity of Ca- 
nadian wheat in world markets to world-wide 
confidence in its quality and uniformity. These 
attitudes result from (1) rigorous control over the 
varieties licensed for sale as seed, (2) grading 
standards that remain constant from year to year 
in spite of annual variations in the average qual- 
ity of the crop, (3) rigorous inspection of wheat 
destined for export combined with intensive train- 
ing of the inspectors, (4) prohibitions against 
mixing in the highest three grades. The last sanc- 
tion prevents the practice common in most coun- 
tries: blending inferior grains with the best until 
the lot just barely passes minimum requirements 
for the grade. The Canadian rule insures that 
most shipments will be at or near average, rather 
than minimum quality for the grade. The growth 
of different export points, e.g. Montreal, Van- 
couver, and Churchill, drawing upon different 
growing regions has created some quality control 
problems as have changes in methods of cultiva- 
tion, distribution, and utilization. The authors are 
confident these problems will be solved. 


Grower Processor Integration. Norman R. Collins 
et al., California Agricultural Experiment 
Station Bulletin 768, October, 1959, pp. 
77- [F-M.] 

The concept of vertical integration within the 
framework of agricultural business has been one 
of the recent fads in agricultural economics re- 
search. Some people even suffer under the im- 
pression that integration is the panacea to all 
current surplus ills of American farming. A 
theoretical framework for vertical integration is 
carefully set up and tested with empirical data 
from the California canning tomato industry. It 
turns out that there are forces which simultane- 
ously operate for, as well as against, integration. 
The oligopolistic structure of the grower-proces- 
sor relationship is discussed in terms of “Laro- 
metric” price leadership by one or two of the 
dominant canners. This bulletin is another solid 
contribution to “field testing” of marketing 
theories. 


3. AREA ANALYSIS 


Changing Forces Which Affect City Growth. 
Robinson Newcomb, Urban Land, October, 
1959, PP- 1, 3-5. [W-J-R-] 

Urban growth for the future “. .. may not be 
as great, or as difficult to. handle as much of the 
urban growth literature has suggested.” Reasons 
advanced to support this conclusion include: (1) 
the farm population is no longer an inexhaustible 
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source for future migration to cities; (2) the rate 
of growth in household formation from other- 
than-married couples and single people has passed 
its peak; (g) the fact that deaths are increasing 
at a faster rate than marriages. 

The author develops additional support for this 
viewpoint as he considers changing land needs 
from the standpoints of farm requirements, in- 
dustrial needs, expansion in service industries, 
changing downtown and suburban pressures, 
changing government services, changing pressures 
in transportation, and changing forces in city 
planning. 


4. BUYING AND 
PURCHASING 


Buying and Purchasing: The “Fair Share” De- 
bate. Sumner Marcus, University of Wash- 
inglon Business Review, October, 1959, pp- 
41, 46. [b.c.] 

Since 1948, when Congress enunciated the policy 
that small business firms shall receive a “fair 
share” of defense contracts, there has been a 
running stream of criticism from many quarters 
as to lack of success in reaching this goal. One 
of the major defects in the “fair share” approach 
is that to date neither Congress nor any of the 
federal agencies involved in defense procurement 
has defined in specific terms what a “fair share” 
should Le. Another major weakness of the “fair 
share” policy of awards to small business is that 
even if an agreement could be reached concerning 
what a “fair share” in dollar terms is, such a 
policy would probably not be successful in the 
absence of a law requiring the contracting officials 
of the government and the upper-tier prime con- 
tractors to make awards in such amounts. 

The most recent investigations into the alloca- 
tion of defense contracts and subcontracts for 
the years 1952-1958 disclose that the percentage 
of contracts going to small business firms contin- 
ues to drop. This is true whether measured by 
(1) Small Business Prime Contracts Awards as a 
Percentage of Total Prime Contracts or (2) Small 
Business Prime Contracts Awards as a Percentage 
of “Small Business Potential”. 

Moreover, a recent development in the method 
of purchasing many articles scems more likely to 
cause a decline rather than an increase in sub- 
contracts awarded to small business. There has 
been an increased use of the “weapons system 
concept” in purchasing which transfers the re- 
sponsibility for purchasing many components 
from the military services to one prime con- 
tractor who has the responsibility for furnishing 
au entire weapons system. 


5. COSTS AND EFFICIENCY 


Drug Trade Margins and Costs—1957-58. Drug 
Trade News, August 24, 1959, Pp. 2, 14- 

[D.R.] 
The 15 companies which are engaged princi- 
pally in the manufacture of prescription prod- 





100 


ucts, and which make public their sales and earn- 
ings, had an average sales increase of 3.2 per cent 
in 1958, compared with 1957. 

Earnings, however, did not keep pace. In fact, 
earnings after taxes were down 6.2 per cent. Be- 
fore taxes, earnings were down 7.6 per cent. 

The Drug Trade News study presents sales, 
costs, taxes, and earnings for 189 companies in 
14 drug field categories. 


6. CONSUMER ANALYSIS 


Consumer Analysis: Geographical Aspects of 
Consumer Behavior. David L. Huff, Uni- 
versity of Wes'iington Business Review, 
June, 1959, pp. 27, 37- [B-C.] 

The author states that there is a scarcity of 
research which has been made about the factors 
instrumental in the selection of destinations and 
channels of movement as well as the frequency 
and distances of travel undertaken by consumers 
for various shopping purposes. Most writers have 
contended that trip frequency, as well as total 
distance traveled declines with increasing dis- 
tance, and that forces underlying individual 
movement are those that are inherent in the 
spatial system itself. The author maintains, how- 
ever, that recent empirical studies do not support 
that contention. These studies show a low cor- 
relation between total distance traveled and vari- 
ations in residential location. Likewise, they were 
in agreement that trip frequency is not signifi- 
cantly affected by the location of the consumer's 
residence relative to the retail structure of the 
city. In addition, several of the studies showed 
that a significant relationship existed between the 
socio-economic status of an individual and the 
total number of trips that he travels during a 
given period of time. 

For example, based upon one study made, these 
were some of the following generalizations 
reached: (1) Women of high social status spent 
most time (percentagewise) on an average shop- 
ping trip. Length of time shopping decreased in 
the middle status range and tended to increase 
again for lower status groups. (2) Women in 
higher social classes traveled further for their 
clothing purchases than did women belonging to 
lower social classes. ({) Women who claimed mem- 
bership in either the upper or middle classes 
shopped less often for clothes than did women 
claiming membership either in the lower or 
“working classes”. 


$41 Billion for Fun: Who Sells Most to Leisure 
Market and Why? Printers’ Ink, July 10, 
1959) PP- 25-31. [J-E-M.] 


The scope of the leisure market is estimated hy 


specifically covering the boating, photography, 
power lawn mower, swimming pool, musical in- 
strument, high-fidelity and stereo systems, over- 
seas travel, gardening equipment, recreation, and 
domestic travel markets. The total market was 
$30-billion five years ago and will go to $41-bil- 
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lion this year. Among the six factors which have 
contributed to this increasing market are the 
rapid expansion of the $4,000 to $7,500 middle 
income group and the 36 per cent increase in 
suburban population. 


The Fifth Need of Man. John Rader Platt, Hori- 
zon, July, 1959, pp. 106-111. [J.E.M.] 

Instigation of change has long been the forte 
of the marketer. However, such change has been 
criticized as being uneconomical. This article 
offers the marketer justification for his insistence 
that product change meets a phychological need. 
In the past men’s needs have been air, water, food, 
and in severe climate, protection. The author 
suggests a fifth need—". . . the need . . . for con- 
tinuous variety in the external stimulation of our 
eyes, ears, sense organs, and all our nervous net- 
work.” In other words, our senses must be stimu- 
lated by novelty. 

Various examples to indicate this need are used 
from the arts and behavioral studies. In sum- 
marizing his remarks, the author states: “. . . the 
fifth need, the need for novelty at every level of 
experience, is a necessary part of the human 
organism. ... Our demands are infinite. The 
search for the unexpected has given us the variety 
of frontiers and challenges that we have today, a 
greater variety than ever before.” Hence, the 
marketer need never be an apologist for advocat- 
ing or catering to change. 


What Customers Spent for All Products Sold in 
Drug Stores. Drug Topics, July 20, 1959, 
PP- 2, 4, 10, 12, 13, 49, 51. [D.R.] 

Drug store sales of drugs, other health aids, and 
toiletries. amounted last year to $3,826,q90,000. 
This is an increase of 4.9 per cent from the 1957 
total of $3,649.590,000, and is a new high. 

The increase was the result not alone of the 
rise in prescription volume last year, which 
amounted to 7.7 per cent. In addition, sales of 
packaged medication and other health aids in 
drug stores went up 2.3 per cent, amounting to 
$1,203,4 10,000. 

On top of that, toiletries sales in drug stores 
were $799,396,000. This is a 2.4 per cent increase 
over 1957- 

Together, all health and beauty products ac- 
counted for 57.11 per cent of total drug store 
volume in 1958, which came to $6,700,000,000. 


This is the Negro Market. Media/Scope, Part I, 
May, 1959. pp. 50°58; Part Il, June, 1959, 
pp- 52-58. [j-E..] 

Part I reports on important trends regarding 
the negro market. Today, negroes have a higher 
per capita income and are moving to urban areas 
at a quickened pace. More information is avail- 
able on what, how, and wiy neg. ves buy. Most 
negro media are cultivating the markets they 
serve in an intelligent and aggressive manner. 
Finally, an increasing amount of research is being 
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done by various groups on the subject. These 
trends are discussed adequately and are substanti- 
ated by a nuraber of tables. 

Part II is a survey of the important research 
that has recently been completed regarding the 
negro market. As a result, negro media should be 
carefully evaiuated by advertisers and their agen- 
cies. 


How Women Buy. Printers’ Ink, October 2, 1959, 
PP- 25-30. [J-E.M.] 

This is a report on a research project which 
was designed to study women as individuals rather 
than persons dominated by males. The American 
woman is the nation’s richest market. Even so, she 
has not been understood by marketers. She should 
be analyzed according to her own values, income, 
education, and social, cultural and economic 
growth. The study is provocative and should 
prove useful to marketing managers. 


How American Taste is Changing. Gilbert Burck, 
Fortune, July, 1959, pp- 114-117 seq. [W.T.K.] 
In this article, the seventh in; the Markets of 
the Sixties series, Burck argues that American 
taste has improved greatly over what it was a 
generation ago, and is likely to improve even 
more in the 1960s. This betterment of taste is due 
to: (1) rising real income; (2) more education; (3) 
better communication with the “tastemakers,” the 
“tiny aristocracy” who have always set cultural 
standards; (4) striving for self-betterment. 
Business administrators, too, are becoming 
aware of aesthetic values and are no longer as 
willing to turn out shoddy, ugly products just 
because they will sell. Designers are taking a 
professional pride in doing items in good taste, 
and are educating manufacturers to recognize and 
appreciate such items. Thus, Fortune foresees a 
growing market in the 1960s for better quality 
products, more variety, and uncommon and strik- 
ing features. Special interest markets will flourish, 
as well-heeled people find new courage to ex- 
press their individualism. 


Predicting Consumers’ Needs: Can Tastemakers 
Point the Way? Printers’ Ink, August 28, 
1959. pp. 23-26. [J-E.M.] 

Predicting taste is a difficult problem and an 
area of research that is only in the pioneering 
stage. In this article, which summarizes the re- 
search that has been done in the behavioral 
sciences on “Who Influences Whom,” consumer 
choice and mobility are discussed. A “Taste-maker 
Theory” is presented, based on the hypothesis 
that the “central thread of our modern society 
is mobility. The leadership elite is that group of 
people who possess this quality in greater degree 
than do other people.” The distinguishing fea- 
tures of this group, as contrasted to the rest of 
society, are discussed. 
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Empathy Revisited. Fred Massarik and Irving R. 
Weschler, California Management Review, 
Winter, 1959, pp. 36-46. [w.J.R.] 

Social perception is the means by which people 
form impressions of one another and achieve 
some degree of empathy or actual understanding 
of others. In this frequently irrational process of 
understanding people, the perceiver, the per- 
ceived, and the situation within which the act 
of social perception takes place are defined and 
discussed. Patterns of perception are classified 
(perceiver to perceived) by individual to individ- 
ual, individual to grouping, grouping to individ- 
ual, and grouping to grouping. 


The Trend toward More Equal Distribution of 
Income. Lee Soltow, California Manage- 
ment Review, Summer, 1959, pp. 89-9$- 
[w.J-R.] 


Some causative social and economic forces that 
have served to bring about “income compression” 
and which will continue to exert an influence 
causing further compression of range of income 
are identified. Described are “. . . changes in the 
distribution of people in terms of education, 
mobility, and homogeneity of certain large groups 
of people, and certain government, union, and 
corporate practices which have had @ narrowing 
ellect on the distribution of income.” 


Windfall Income and Consumption. Ronald Bod- 
kin, The American Economic Review, 
September, 1959, pp. 602-614. [s.c.H.] 


One of the projects included in the Wharton 
School—B.L.S. study of consumer expenditures, 
income and savings has been a study of 1.414 
families that received “windfall” (i.e. extra, un- 
anticipated) income in 1950 as a result of the 
unexpected November, 1959, declaration of a 
dividend on National Service Life Insurance. Re- 
gression analyses indicate that these families had, 
a high marginal propensity to spend their wind- 
falls. The findings thus tend to contradict the 
Friedman hypothesis that expenditures are really 
correlated with what families consider to be 
their “permanent” income. 


New Directions in Marketing: Answering Wom- 
an’s Hunger for Information. Janet Wolff, 
Sales Management, November 10, 1959, pp- 
22-24, 26, 30, 32, 36. [W.j.k]. 


Today's women crave information about prod- 
ucts and services because (1) increased physical 
mobility around the country has put them on 


their own more and away from “the folks’; 
(2) upward social mobility makes “. . . old values 
and old ways of doing things seem out of place”; 
(3) the number of choices in goods and services 
available has greatly increased; (4) the growth of 
self-service has reduced the sales assistance avail- 
able for product information; (5) the speed-up of 
technological change has increased “. . 
natural insecurity.” 


. women’s 





Evidence that women are trying to satisfy this 
need is shown by (1) increased reliance upon the 
advice of trusted friends; (2) increased dependence 
upon the articles and informative advertisements 
whether appearing in women’s service magazines, 
newspapers, radio, or television; (3) acceptance 
of impartial endorsements such as the Good 
Housekeeping Seal of Approval, Parents’ Maga- 
zine, the American Medical Association, and 
McCall's “Use-Tested” tag. 

As self-service and the number of products 
grow, “. . . it also seems essential that informative 
advertising, retailing, and tagging must also grow 
to sell to women.” 


7. DISTRIBUTION AND 
CHANNELS OF 
DISTRIBUTION 


Hospital Drug Sales. Drug and Cosmetic Industry, 
June, 1959, p- 720. [D.R.] 

About 25, per cent of all prescriptions are dis- 
pensed in hospitals, and almost one third of 
every hospital supply dollar—or 7 per cent of 
hospitals’ total expenses—goes for pharmacy cx- 
penses. 

This is reported by L. Eugene Daly, of Eaton 
Laboratorics. 

Pointing out that the average hospital phar- 
macy carrics about 7,000 items, Dr. Daly said: 
“Think of how this total volume can be stepped 
up when there are pharmacists in charge of 
pharmacies in 3,000 hospitals now operating with- 
out pharmacists, and when pharmacies are in- 
stalled in 48 per cent of small hospitals which 
are now without cither a pharmacist or a phar- 
macy.” 


Fish. F. O. Boggis, Cartel, October, 1959, pp. 114- 
117. [S.C.H.] 

Two leading British frozen food packers re- 
cently signed contracts with a number of small 
trawler companies for fixed quantities of ocean 
fish to be delivered at predetermined prices dur- 
ing the spring fishing season, bypassing traditional 
auction markets. This development parallels simi- 
lar movements towards contract purchase in 
American agriculture. Boggis argues that although 
this move will disadvantage the smal! wholesalers 
and auctioneers, it is likely to encourage technical 
improvement and consumer gains from greater 
investment in and utilization of trawler fleets; 
from improvements in processing and packaging; 
from speedier handling in intermediate market; 
and from elimination of market imperfections 
present in the older system. 


Need Marketing Advice? Ask Your Dealer. Aaron 
Sternfield, Dun’s Review, September, 1959, 
pp- 48-49. [S.Cc.H.] 

Brief review of the successes of Shell Oil, Bell 

& Howell, American Motors Corporation, Atlantic 
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Refining, and Rudd-Melikian in operating dealer 
advisory councils. The consensus seems to be that 
such councils should be treated scriously as a 
medium for voicing dealer sentiment, all sugges- 
tions should be treated seriously and detailed 
follow-up reports should be provided to the 
council members, and that, above all, manage- 
ment should not treat the councils as captive au- 
diences for pep talks. 


Influence in the Selection of Vitamin Brands. 
F-D-C Reports, August 24, 1959, pp. 9-11. 
[D.R.] 


The doctor’s oral recommendations and written 
prescriptions are still the most potent influences 
in the sales of vitamin products, despite the con- 
tinuing inroads of house-to-house sellers and 
mail order houses, according to a nationwide sur- 
vey made for Owens-Illinois by Home-Maker 
Guild of America. 

Asked what influenced them to buy particular 
brands of vitamins used by adults, 37.4 per cent 
of those surveyed said it was the doctor's recom- 
mendation. Next was the druggist’s recommenda- 
tion, mentioned by 21.9 per cent. 


8. FINANCING 


Have You Tried Leasing Your Product? Robert 
A. Kelly, Sales Management, June 19, 1959, 
PP- 33-35- [W.T-K.] 


The York Corporation faced the same dis- 
couraging trend in 1958 as its competitors. Sales 
of commercial air conditioning equipment fell 


by 16 per cent compared with 1957. York, how- 
ever, adopted a fresh, new plan that increased its 
sales by 10 per cent during that recession year. 
The plan was to offer to Icase as well as sell out- 
right. It struck businessmen at just the right time, 
for many were worried at this point about 
conserving capital funds. York salesmen found the 
leasing appeal to be a fine door opener. They 
could later switch the sale to a cash transaction in 
two sales out of three. The lease contract sales, 
however, swelled their volume, and were tanta- 
mount to cash, as a finance company was em- 
ployed. 

The article shows how York sold the benefits 
of leasing, and how a simplified leasing method 
was developed between York, the customer, and 
Nationwide Leasing Company, its finance com- 
pany. 


Installment Credit Control: A Theoretical Anal- 
ysis. Alpha C. Chiang, Journal of Political 
Economy, August, 1959, pp. 363-376. [t.L.1.] 


This article seeks to analyze the regulatory 
effects of installment credit controls by means of 
theoretical models. Among the major ‘conclusions 
are: (1) aggregate demand is affected by changes 
in debt maturity and down payment terms which 
influence the growth rate of installment credit. 
The growth rate, however, is dependent upon 
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human reaction to changes in credit terms, and 
this makes the ultimate clilect upon aggregate 
demand unpredictable. (2) Indeterminateness of 
the effects of credit controls suggests that install- 
ment credit regulation is weak as a counicr- 
cyclical tool, although it has some strength as an 
anti-inflationary measure. (3) As an anti-inflation- 
ary measure, the shortening of maturity seems to 
be preferable to an increase in down payment. 


The Effects of Instalment Credit Term Variation. 
Lawrence L. Werboff, The Journal of Fi- 
nance, September, 1959, pp- 379-389. [W.J-®.] 


The impact of a regulatory tightening in credit 
terms may have multiple effects both in the con- 
sumer-durables market and the credit and loan- 
able-funds market. Legitimate response activity 
can frustrate the desires of regulatory bocdics as 
consumers may maintain expenditures on durable 
goods by reducing savings or rate of savings. 
Alternative uses for released funds in the credit 
market are extensive. 

A model attempting to explain consumer spend- 
ing on durable goods from 1917 to 1955 is set 
up to determine some approximation “. .. as to 
the effectiveness of Regulation W as a means of 
controlling spending and consumer indebtedness.” 
Consumer spending for durables per quarter is 
considered as a response “. . . to the averages of 
down payments and maturities prevailing in the 
quarter, the disposable income of the preceding 
quarter, and the liquid assets held at the start 
of the quarter.” In addition, a dummy variable 
is used “. . . to account for the anticipatory buy- 
ing wave in the three quarters following the out- 
break of the Korean War.” 

The Von Neumann ratio for serial correlation 
between estimated and observed per household 
consumer real spending on durables is .g2 (ex- 
pected value of the ratio is 2.0 with no serial 
correlation). Application of this model to the 
1955 buying spree is made. The author assumes 
stand-by authority to impose Regulation W to 
the end that the average of down payments and 
maturitics on installment credit purchases was 
the same in 1955 as that prevailing in 1951 when 
the regulation was in force. A reduction of 16 
per cent spent in durables is the result. The 
author concludes that “Regulation W cannot by 
itself be relied upon to have a: 
inflationary effects.” 


vificant anti- 


9. FORECASTING 


The Coming Changes in Housing. Charles E. 
Silberman and Todd May, Fortune, August, 
1959. Pp- 89-93 seq. [W.7-K.] 

The cighth in the Markets of the 1960s Series, 
this article predicts a prosperous decade for 
housing in America. In 1gyo, US. consumers 
spent $50 billion for housing and home furnish- 
ings. By 1959 that amount had more than 
doubled, rising to $108 billion. According to 
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Fortune’s projections, it will reach nearly $130 
billion by 1965 and $160 billion by 1970. Of the 
$108 billion estimate for 1959, about $22 billion 
will be spent on new home and apartment con- 
struction, and alteration of old ones; $47 billion 
will go to purchase household goods and equip- 
ment (including gas, electricity, telephone, and 
domestic service); the rest, $39 billion, will be 
spent on the upkeep of extant dwellings. 

Although Fortune does not predict a decline in 
the current buying boom, it does not look for 
more than a ten per cent increase in new build- 
ing units, even though the total national product 
could rise fifty per cent in the sixties. That is, 
Fortune sees no improvement for the 1960s in the 
close to six per cent of disposable income now 
absorbed by housing. 


The Contribution of Economic Theory to Eco 
nomic Prognostication. R. C. Tress, Eco- 
nomica, August, 1959, pp. 194-211. [S.C.11.] 


Professor Tress argues that in recent years 
economists have come to a consensus on the 
essential clements of a satisfactory, post-Keynesian 
macro-cconomic theory, but that the usual period 
of economic forecasting (twelve months or less) is 
too short to benefit greatly from the analysis 
provided by that theory. He believes forecasters 
should prepare considerably longer range predic- 
tions based upon macro theory. He also has 
high hopes for the contributions of stabilization 
and control theory. On the other hand, large- 
scale econometric models seem considerably less 
promising, because of current and indicated diffi- 
culty in identifying and quantifying all of the 
relevant variables and their relationships. 


Diffusion, Acceleration, and Business Cycles. Bert 
G. Hickman, The American Economic Re- 
view, September, 1959, Pp. 535-555. [S.c.41.] 
Contrary to acceleration theories of the business 
cycle which relate changes in investment to varia- 
tions in the rate of change of industrial output, 
Hickman finds, on an industry by industry basis, 
that investment is a function of the level of 
output. For most consumer goods industries, 
changes in manufacturers’ output scem to be 
synchronous with (rather than leading or lagging) 
changes in retail sales. 


10. FOREIGN MARKETING 


The Effect of Tariffs on the Level and Terms of 
Trade. W. M. Gorman, Journal of Politi- 
cal Economy, June, 1959, pp. 246-265. 
{t.t.u.] 


The cffect of tariffs is discussed through the use 
of two-country reference models defined in terms 
of clasticities of demand for imports and marginal 
propensities to import. The principal! conclusions 
are that removal of tariffs would increase world 
trade with litthe change in world prices and that 
clasticities of demand for imports are more im- 
portant than marginal propensities to import in 





104 JOURNAL OF MARKETING 


determining the effect of tariffs. The basic for- 
mulas are derived in a mathematical appendix. 


Dollar Shortage: A Modern Myth. Raymond F. 
Mikesell, Journal of Political Economy, 
June, 1959, pp. 307-309. [L.L.H.] 

Since dollars finance 40 per cent of all inter- 
national transactions, a dollar shortage might be 
equated with a shortage of all international pay- 
ment media. No such shortage exists, and the 
dollar shortage explanation for balance-of-pay- 
ments disequilibrium is essentially an article of 
faith and a myth. The basic causes of this dis- 
equilibrium are many and diverse: international 
crises, inflationary financing of economic develop- 
ment, commodity price fluctuations etc. “Politi- 
cally, the doctrine of dollar shortage provides a 
respectable sanction for ail sorts of protectionist 
devices and a convenient whipping boy for con- 
ditions more often traceable to government pol- 
icy-makers.” 


Foreign Marketing: Forty Years of Cooperation in 
the Export Credit Field. Export Trade, 
September 28, 1959, pp- 9, 10. [B.C.] 


Because of a shortage of credit information on 
foreign accounts, 40 years ago a group of out- 
standing exporters banded together to pool their 
credit and collection experiences and to make all 
the information they had in file or were able to 
secure available to other exporters with a similar 
desire to exchange helpful information. Within 
a short period of time almost every exporter and 
almost every bank of importance in the field of 
international trade joined the Bureau. Since the 
Bureau's inception, banks have made their coun- 
try and credit information available to its entire 
membership. The name of this agency is the 
Foreign Credit Interchange Bureau, and it is a 
subsidiary of the National Association of Credit 
Management. 

Among the services which the FCIB renders to 
exporters are foreign credit interchange reports, 
free reciprocal reports, weekly bulletins on in- 
ternational trade developments and monthly 
Round Table Conferences in which exporters 
from all parts of the country participate either 
personally or by mail. 

This year saw the formation of a new function 
with the FCIB. The new department handles the 
collection of overdue foreign accounts and pro- 
duces credit and financial market surveys of over- 
seas markets. It has already in its short history 
been entrusted with close to a million dollars in 
claims against accounts located throughout the 
world. 

The successful operation of the FCIB over the 
years has prompted the organization of affiliated 
Associations in Havana and Mexico City, and it 
seems very likely that similar organizations will 
soon come into being in Central and South 
America. In Europe and in the Pacific area in- 
fluential groups are interested in and are in cor- 
respondence with the FCJB regarding the creation 
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ot member-owned, member-controlled and cost- 
operated associations in their countries to render 
a service similar to that of the Bureau and to 
become affiliated with the National Association 
of Credit Management. 


How Effective Are Our Antitrust Laws? George 
W. Wilson, The Business Quantity, Fall, 
1959, pp. 169-173. [S.C.H.] 

Although on their face Canadian antitrust laws 
appear as stringent as similar U. S. laws, they 
seem to have had little effect on business structure 
and practices. The author attributes their in- 
effectiveness to (1) weak enforcement, (2) small 
appropriations for enforcement, (3) a _ British 
heritage of sympathy for cartelization, (4) mis- 
understanding of the purpose and benefits of a 
truly competitive system on the part of business, 
government, and the public, (5) greater restraint 
on the part of Canadian business leaders than 
their counterparts in the U. S. and hence less 
animosity towards big business, (6) the existence 
of the U. S. as a scapegoat upon which all 
Canadian economic problems can be blamed, (7) 
fears of frightening foreign investment, (8) the 
feeling than Canada is a young nation and that 
its industries need protection rather than attack, 
(g) the British North America Act tends to limit 
federal, as distinguished from provincial, powers 
in economic regulation. The author recommends 
an enlighened public relations program on the 
benefits of competition and antitrust legislation, 
plus more vigorous enforcement of existing legis- 
lation. 


Drug Stores in Russia. Chain Store Age, Septem- 
ber, 1959. PP- 94-96, 99-100. [D.R.] 

A report on drug store operations behind the 
Iron Curtain reveals that in Moscow, with about 
5,500,000 population, there are 170 prescription 
drug stores, or “aptekas”. This works out to 
about one store for every 32,350 persons—com- 
pared to the U.S., with a ratio of about one drug 
store for every 3,400 persons. 

While this puts a tremendous load on Soviet 
prescription facilities, the load is relieved by the 
fact that most stores are generally large and well 
distributed geographically. It is also relieved by 
the fact that there are numerous small retail 
stands where aspirin and other non-prescription 
drugs are sold. In addition, every Soviet hospital 
has its own dispensing facilities. 


Made in Japan. V. McHugh, /ndustrial Design, 
July, 1959. pp- 54-69. [J-E.M.] 

This article is an excellent survey of products 
(in terms of their design) currently being manu- 
factured in Japan. For those concerned with the 
marketability of Japanese products, the survey 
should be of interest. In 1958, Japanese exports 
were valued at $2,876,000,000, of which the United 
States imported 23.7 per cent. 
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Eurogestion. D. C. Bolster, Bulletin de l’Agence 
Européenne de Productivité, No. 31, Feb- 
ruary, 1959. [P.E.] 


Eurogestion, started in 1958 by the O.E.C.E. is 
a co-operative activity between five European ex- 
ecutive training schools: 

—Centre de Perfectionnement dans 1’Administra- 
tion des Affaires (CPA)—Paris. 

—C. Rudolf Poensgen Stiftung zur Férderung von 
Fiihrungskriiften in der Wirtschaft e. V. (CRP) 
—Diisseldorf. 

—Deutsches Institut zur Férderung des industriel- 
len Fiihrungsnachwuchses (DIF)—Cologne—Ba- 
den-Baden. 

—Instituto Post-universitario per lo Studio dell’ 
Organizzazione Aziendale (IPSOA)—Torin. 

—-Centre de Recherches en Economie et Gestion 
des Entreprises (CEREGE)—Louvain. 

The three objectives of Eurogestion are to: 
teach the effects of European integration on 
business, train in the solution of problems which 
this integration will present, and create durable 
international relationships. The case history sys- 
tem, proven in Europe since 1929, is used. 


Formation et perfectionnement a la conduite des 
entreprises aux dimensions de l’intégration 
européenne. D. C. Bolster, Bulletin de 
Agence Européenne de Productivité, No. 
31, February, 1959. [V-E-] 


This short article (244 pages) underlines the 
complication of the major decision now facing 
most European companies: what is the best road 
for us to choose in the Common Market and the 
Free-Exchange zone—combine with companies 
holding positions equivalent to ours in the other 
countries? extend our distribution network in 
those countries? or should we concentrate on gain- 
ing the strongest possible position in our own 
country? 

Then Mr. Bolster states that few Furopean 
managers are competent to make the decision in 
question; this weakness signals the need for busi- 
ness training on a “European scale.” 


Why Deep Concern Now About Exports. Sales 
Management, May 1, 1959, Pp. 104. [W.T.K.] 


In a survey of more than a thousand subscriber 
sales managers (361 returns) by Sales Manage- 
ment it was found that a surprising proportion of 
American sales managers have the responsibility 
for selling on the foreign as well as on the 
domestic market, 70 per cent of the total had 
both fields; only go per cent “had nothing to do 
with exports”. Thirty-one per cent are directly 
in charge of foreign fields, and 39 per cent over- 
see the work of an export manager. 

Of the companies surveyed by Sales Manage- 
ment, 56 per cent licence patents or trade marks 
to firms operating abroad, 35 per cent own and 
operate branch plants, 32 per cent operate 
through a wholly owned subsidiary abroad, and 
26 per cent operate through a partial interest in 
a company located abroad. 
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The sales managers interviewed felt that Ameri- 
can products abroad were facing stiffening compe- 
tition. In view of this, 59 per cent said their com- 
panies were giving more attention to export, 34 
per cent answered “the same,” while 7 per cent 
felt they were paying less attention to the export 
side of the business. 


The Fortune Directory, Part II: The 100 Largest 
Foreign Industrial Companies. Fortune, 


August, 1959, pp. 123-125. [W.T.K.] 


Fortune lists the 1958 sales, assets, net profits, 
and number of employees for the 100 largest non- 
United States industrial corporations, which range 
from the gigantic Royal Dutch/Shell combine 
(sales $5.5 billion; assets, $7.6 billion; net profits 
$422 million; 250,000 employees) to Metal Box 
Company of Great Britain (sales $215 million; 
assets $164 million; profits $9.8 million; 35,000 
employees). The article notes that these great 
foreign corporations were not allected nearly as 
much by the recession of 1958 as were American 
concerns of comparable size. The sales of the 500 
largest U. S. companies fell 6.1 per cent below 
1957, and profits declined 17.8 per cent, while 
sales of the 100 largest forcign companies rose 
1.6 per cent and profits declined by only 1.9 per 
cent 

This list of foreign companies with their vital 
Statistics should be a most useful 
those interested in international 


reference for 
isiness. 


European Integration and American Trade. 
Mordechai E. Kreinin, The American Eco- 
nomic Review, September, 1959, pp. 617- 
627. [s.c.H.] 


Some people have feared that the formation of 
the European Common Market (France, Italy, 
West Germany and the Benelux countries) would 
seriously threaten U. S. foreign trade. Actually 
these six nations are not even now a significant 
market for the commodities that account for 71 
per cent of U. S. export trade. The commodities 
that account for another twenty per cent face only 
moderate or no competition from European Com- 
mon Market production. The only serious effects 
are likely to be found in export sales of animal 
feeds, coal, organic chemicals, pigments and paints, 
copper and metal working machinery. Slightly 
more diversion is likely to take place among 
products the six countries now export to the US. 
The formation of an over-all European Free 
Trade area would, of course, have even more 
sulstantial effects. Even so, the net impact on the 
American economy should be minor. 


Underdeveloped Economies. P. T. Bauer and B. S. 
Yamey, Science, November 20, 1959, pp. 
1383-1387. [S.C.H.] 

The hypothesis is often advanced that the 
underdeveloped economies are caught up in a 
vicious circle: that the low level of per capita 
income does not permit capital accumulation 





necessary to raise income. The authors point out 
that this thesis is refuted by the existence of the 
developed countries which, after all, grew from 
primitive economies, and by recent advances in 
Latin America, Malaya, Ghana, Nigeria and Hong 
Kong. The amount of capital accumulation may 


not be as important as its allocation. Many im-. 


portant economic changes, such as those con- 
cerning tastes, skills and attitudes towards work 
need involve no capital changes; in other cases 
such as expenditures on houses, schools, and 
public buildings, capital formation is the result of 
income rather than the cause. Bauer and Yamey 
see exposure to examples of higher living stand- 
ards as one of several factors that may occasion a 
drive toward economic development regardless of 
the present state of capital accumulation. 


11. GOVERNMENTAL 
RELATIONSHIPS TO 
MARKETING 


Increasing Legal Entanglements in Cooperative 
Advertising, Part 1; Evils of Double Bill- 
ing, Part 2; 10-Point Program to Police 
Double Billing, Part 3. Morton J. Simon, 
Media/Scope, August, 1959, pp. 74-83; Sep- 
tember, 1959, pp. 103-109; October, 1959, 
pp. 106-112. [j.£.M.] 


Simon has written a three-part article on some 
of the current legal aspects of media buying. In 
the first part, cleven criticisms of co-operative 
advertising are advanced. “The situation, both 
legal and practical, is becoming so bad that many 
manufacturers in many dillerent industries are 
today reappraising both the basic validity of 
co-operative advertising and the details of their 
own plans.” After four areas of concern have been 
explored, suggestions are made for a legally sound 
system and ten key phases of the program are 
explained, 

In the second part, the various types of “double 
billing” are enumerated and discussed. The legal 
consequences to be faced by the retailer who does 
not properly comply with the legal aspects of 
co-operative advertising or who, through double 
billing, “either gets paid for something he has 
not delivered, or gets paid too much for some- 
thing he has delivered” are explained. 

The final part offers a program to police and 
prevent double billing and discusses the impact 
of the new federal excise tax ruling on co-opera- 
tive advertising and the illegality of advertising al- 
lowances and co-operative advertising in certain 
industries as alfected by the laws of various states. 


State Trading, Part II. Law and Contemporary 
Problems, Summer 1959, pp. 367-528. [S.c.11.] 


A continuation of the discussion of state trading 
(the active intervention of government in the 
marketplace as a purchaser or seller of goods) 
that began in the Spring issue of this journal. 
Bernard Fensterwald, Jr. (“U.S. Policies Toward 
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State Trading,” pp. 369-397) notes a strong tend- 
ency towards inconsistency in official U.S. policies 
—invariably criticizing state trading but some- 
times using it; claiming sovereignty for US. 
operations abroad but denying it to foreign state 
traders in the United States. Harold J. Berman, 
“The Legal Framework of Trade Between Planned 
and Market Economics: The Soviet-American Ex- 
ample” (pp. 482-528) shows how current American 
and Russian legislation effectively block trade be- 
tween the two countries. State trading practices of 
Western European, Soviet-Sino, and some of the 
more important underdeveloped countries are de- 
scribed and cataloged in other articles by Marc 
Quin, Nicolas Spulber, Raymond Mikesell, Don- 
ald Wells, and j. H. Behrman. 


Price-Making in Forest Service Timber Sales. 
Sidney Weintraub, The American Eco- 
nomic Review, September, 1959, pp. 628- 
637. [s.c.11.] 


The U. S. Forest Service annually sells stumpage 
privileges (the right to cut timber on U. S. Forest 
lands for private sale) covering about 7 billion 
board feet of lumber, for which it received almost 
$100 million in 1956 and more in recent years. 
Pricing the stumpage privileges is a hard problem 
since the supply is predetermined by the Forest 
Service’s goal of “sustained yield,” and since 
relatively few (often only one) buyers compete in 
any one forest arca. The Service uses the device of 
an announced minimum appraisal price, based 
upon “conversion return,” i.e. the value of the 
resultant lumber minus the cost of conversion. 
In addition to the technical appraisal problem, 
this technique involves a number of theoretical 
and methodological questions such as: the proper 
division of the conversion return between the 
cutter and the Forest Service, appropriate basis 
for the measurement of costs, the conflict between 
long run and short run interests in high or low 
minimum prices, and the advantages and dis- 
advantages of public announcement of the min- 
ima. Experience has shown that oral auctions 
tend to result in higher prices than sealed bid 
buying, and Weintraub suggests a number of 
other pricing questions that might yield to analy- 
sis of Forest Service records. These questions seem 
of considerable interest in view of the importance 
government corporations have assumed in Amer- 
ica economic life. 


Inflation. Annals of the American Academy of 
Political and Social Science. November, 
1959. pp- 1-138. [S.c.11.] 

A numbcr of distinguished academic, govern- 
ment, labor, and business economists contribute 
to this symposium on inflation. In general the 
authors regard inflation as undesirable; the de- 
bates center around the degrees of inflation cur- 
rently present and forseeable in the American 
cconomy; and the tax, monetary, expenditure, 
and regulatory measures necded to counter them, 
All discussions of price level changes are ulti- 
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mately relevant to the problems faced by market- 
ers. However, John F. Due’s analysis of the effects 
of sales and excise taxes (pp. 79-84) perhaps has 
an especially close bearing upon a current mar- 
keting issue—the spread of such taxes. Due feels 
that they do have some tendency to reduce con- 
sumer expenditures, but that the anti-inflationary 
aspects of such taxes are likely to be reduced or 
eliminated by demands for offsetting wage in- 
creases. Excise taxes and, particularly, sales taxes 
are generally regressive and therefore inequitable. 
His preferencc, unlikely to be accepted, is for a 
progressive tax upon annual expenditures to be 
paid along with the income tax. His recommenda- 
tion is for increased reliance upon income taxa- 
tion. 


12. HISTORY AND TRENDS 


Marketing History and Economic Development. 
Kenneth H. Myers and Orange A. Smalley, 
The Business Hisiory Review, Autumn, 
1959, pp. 387-401. [s.c.11.] 

Two recent conferences, one held at the Uni- 
versity of Toronto in conjunction with the annual 
meeting of the Economic History Association, and 
one held at Chicago in connection with the 
American Marketing Association meetings, have 
developed a strong consensus of the need for 
more, and deeper studics of marketing history. 
The conference groups agreed that study was 
needed of changes in both the internal marketing 
organization of firms and the external relation- 
ships of channels, and that the studies should be 
comparative, both between commodity groups and 
between economics. The second conference partic- 
ularly explored the need for the development of a 
Center for Marketing Studies to conduct such 
explorations. 


Centennial Bibliography. Walter Rundell, The 
Business Ilistory Review, Autumn, 1959, 
pP- 429-447. [S-c.11.] 

This is a selective, annotated bibliography of 
the history of the petroleum industry, one of 
America’s most thoroughly researched industries 
Yet, as Professor Rundcll points out, the markct- 
ing aspects of petroleum history have received 
considerably less attention than have production 
technologics. 


The Tempo of Mercantile Life in Colonial 
America. Arthur H. Cole, The Business 
History Review, Autumn, 1959, pp. 278- 
299. [S.C.11.] 


Although we often hear how hard life was in 
the colonial days, it would scem that merchants 
had a fairly Icisurely and easy existence. Examina- 
tion of the diaries, correspondence, and account- 
ing records of several important merchants sug- 
gests that they received and wrote perhaps four 
to six letters per week, were involved in relatively 
few sales and credit transactions per day or per 
weck, and were obliged to attend relatively few 
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public functions, conventions, institutes, and din- 
ners. Nevertheless, since their transactions and 
ventures were few, increased risk probably at- 
tached to each and there may have been consider- 
able nerve strain. 


Marketing Nonconsumer Goods Before 1917. 
Arthur H. Cole. Business History Review, 
Autumn, 1959, pp. 420-428. [s.c.1.] 


Although there are many gaps in the literature, 
Professor Cole shows that is is possible to trace 
the transformation of producers’ goods marketing 
in this country from its early stages in which 
production was done almost entirely to order, 
and in which purchase was initiated almost al- 
ways by the prospective user. Overtime, elaborate 
distributive organizations developed and emphasis 
upon service came to play an increasingly im- 
portant role in industria! marketing. 


The Premises of Business Revisionism. Gabricl 
Kolko, Business History Review, Autumn, 
1959 PP- 339-344. [5-C.11.] 

Many, perhaps most, modern business historians 
(here called business revisionists) have reacted 
strongly to the muckrakers and the business critics 
of the earlier part of the century. Kolko argues 
that these modern historians, who consider them- 
sclves pro-business, are actually close to the 
Marxist position, since they usually hold that the 
social misery and corruption of the turn of the 
century was an inevitable condition of industrial 
progress and since they tend to accept an eco- 
nomic-detcrministic view of history. 


Long-Run Growth and the Demand for Con- 
sumer Credit. Thomas G. Gics. Michigan 
Business Review, November, 1959, pp. 30-32. 
[R.L.C.] 


In this article an effort is made to clarify the 
influences which will determine consumer credit 
necds during the coming twenty years. 

Professor Gies concludes that quantification of 
accepted projections indicates a growth rate aver- 
aging about four per cent per year, a rate which 
will double the volume of outstanding credit 
between now and 1980. 

While this is distinctly below the rate of in- 
crease prevailing in the past fourtcen years, it 
nevertheless reveals the fact that consumer credit 
has not yet reached a peak,-nor, as some have 
suggested, is it likely that present credit volume 
is a long-term plateau level. 


Markets in the West. Printers’ Ink, Part 1, No- 
vember 13, 1959, pp. 23-44; Part Il, No- 
vember 20, 1959, pp- 27-43- [J-£-M.] 


A two-part report is made of the markets on 
the western seaboard. Los Angeles and San Fran- 
cisco are considered in great detail. The popula- 
tion explosion, shopping center boom, and media 
and advertising agency growth are all discussed 
definitively. The marketing potential of the west- 





ern area currently surpasses that of all others. 
Within the next decade, the western arez should 
approach being the number one market in the 
nation. 


Marketing in the Sixties. Printers’ Ink, Part I, 

September 11, 1959, pp- 23-31; Part II, Sep- 

‘~tember 18, 1959, pp. 21-28; Part ILI, Sep- 
tember 25, 1959, pp- 23-28. [J-E.M.] 


Part I discusses the consumer’s growing discre- 
tionary purchasing power. This means that the 
nation’s population mix should produce larger 
and more consumer segments. Also, there will be 
new categories of competition taking such forms 
as intra-company brands, national brands, private 
labels, regional brands, foreign brands, and inter- 
line competition (housing competing with travel). 
Finally, there will be an increase in the service 
industries. 

Part Il discusses the segmented markets—how 
to find them and how to organize the segments 
into a profitable whole. There will be retailing 
innovations and new forms of selling to study. 
More research and test marketing will be in the 
offing. 

Part IIT discusses total creativity in marketing. 
Advertising, as the most potent weapon, will be 
asked to carry a heavier part of the selling load. 
Advertising people should build creative dimen- 
sions into all aspects of marketing. 


From Poor Richard to the Man in the Gray 
Flannel Suit: A Literary Portrait of the 
Businessman. Robert P. Falk, California 
Management Review, Summer, 1959, pp- 
1-14. [W.J.R.] 

Changing societal attitudes towards the business 
man of affairs are shown in an interpretation of 
business novels drawn arbitrarily from five per- 
spectives “. .. roughly corresponding to stages 
of American life”: (1) the hero-worshipping tradi- 
tion of Poor Richard and the later counter-image 
which has grown up around him; (2) the Yankee 
Peddler, Horatio Alger, and the businessman as 
representative Americans; (3) the strong man of 
the Social Darwinists; (4) Babbitt, Anti-Babbitt 
and the Marxian coloration; (5) the Organization 
Man in a gray flannel suit. 

Social attitudes towards business itself have 
changed vastly much as the “a penny saved is a 
penny earned” concept has bowed to the notion 
that it is necessary to spend money to make 
money. “The struggle to succeed has shifted from 
the individual to the company—even to the busi- 
ness system itself—and even ‘Big Business’ is in a 
vulnerable position. . .” 

With all the various superficial dressings and 
caricatures of the businessman himself “. . . he 
has been steadily shown as the representative 
American type, shrewd and eager to gei ahead, 
lacking in cultural and aesthetic appreciation, 
but equipped with wit, humor, and _ practical 
wisdom.” Although the man in the gray flannel 
suit may have found the job of directing the 
group (rather than being directed by it) too for- 
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midable to overcome, “... the drama of his 
story is that, like Franklin, he is still in there 
hoping to find a way.” 


Economic Growth in the South. Howard G. 
Schaller, Georgia Business, October, 1959, 
pp. 1, 6. [B.c.] 

The author points out that there are three 
outstanding features of the development of the 
Scuth’s economy since 1929. First, the economy 
of the region has shifted away somewhat from 
an agricultural type of economy. In ig29 the 
South derived 20 per cent of its income from 
farm income as compared with g per cent for the 
entire United States. In 1957 farm income repre- 
sented only 6 per cent of total personal income of 
the South as compared with 4 per cent for the 
entire United States. However, it is interesting to 
keep in mind that as the relative contribution of 
agricultural income declined, governmental in- 
come disbursements in the South as a percentage 
of total personal income rose from 8 per cent in 
1929 to 21 per cent in 1957. 

In terms of the growth of another important 
indicator, the per capita personal income in the 
South has grown in both absolute and relative 
terms. Since 1929 the per capita income of the 
South has gained considerably on the national 
average. In 1929 the per capita income of the 
South was only 52 per cent of the national average 
as compared with 7o per cent in 1957. However, 
one sobering thought enters this rosy picture. 
First, the rate of growth at which the South has 
been gaining on the national average has slowed 
considerably since World War II. Secondly, for 
five of the states in the South, per capita income 
is lower for 1957 than for 1946. Considerable _re- 
search wili be required to answer the question of 
what has caused the slackening of the relative up 
trend in the South's per capita income. One study 
reveals that the probable cause for this develop- 
ment has been the fact that the South’s composi- 
tion of manufacturing has been in the slower- 
growing industries. 

The author believes that to accelerate Southern 
economic rate of growth in the coming decades, 
the South should devote more of its resources to 
technological research, increase the level of edu- 
cation of the labor force, provide more adequate 
service institutions such as transportation and fi- 
nance, and provide an adequate tax structure to 
permit the adequate financing of necessary gov- 
ernmental services. 


The Rise and Fall of a Buying Club. Stanley 
Hollander, Michigan State University, Mar- 
keting and Transportation Paper No. 3, 
1959 PP- 44- [F-M.] 


The recent bumper crop of literature on dis- 
count houses has been primarily focused on the 
postwar success of this institution on ways in 
which old-line retailers were “threatened” by it 
and on processes of adjustment to it. This study 
reviews the operation of the Army and Navy 
stores, which, after almost half a century of more 
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or less precarious existence, finally gave up their 
ghost in 1953. The positive value of this publica- 
tion is mostly in the discussion of why this dis- 
count house has failed. We need more of these 
“famous flop” analyses. 


14. MARKETING 
MANAGEMENT 


Learning from Experience in Business Decision 
Games. James R. Jackson, California Man- 
agement Review, Winter, 1959, Pp. 92-107. 
[W.J.R.] 

Less publicized than the amusement-oriented 
parlor games such as Monopoly and Easy Money, 
but of growing importance, are games specially 
designed for experimental research on organiza- 
tions and management. Designed as tools of edu- 
cation and training in business decision-making, 
business decision games are “... based upon 
relatively realistic and straightforward representa- 
tions of business situations and management func- 
tions.” They are “rule games” whose procedures, 
etc. require sequences of decisions from players. 
Results from the decisions are fed back in order 
for the players to “learn from experience” while 
playing. 

Following discussion on the origins, types, and 
values of business-gaming are descriptions of two 
games: (1) “An Inventory-Control Game”; (2) 
“UCLA Executive Decision Game No. 2.” The 
latter employs IBM computing and tabulating 
equipment but the former is “hand-computable.” 

Milton Stone of the Electro Data Division, Bur- 
roughs Corp. and others have developed a game 
around the decisions and reports typical in super- 
market operations. G. J. Feeney, of General Elec- 
tric Corporation, has designed “. . . a relatively 
generalized executive game, involving two prod- 
ucts and three marketing areas, and focusing upon 
marketing problems broadly representative of one 
of the GE operating components.” 

A valuable references section summarizes what 
little bibliographical material exists. 


“Insiders” Are in Majority on Pharmaceutical 
Company Boards. F-D-C Reports, Septem- 
ber 7, 1959, p- 8. [0.R.] 


The board of directors of the typical large drug 
and pharmaceutical company has 12 members—g 
“insiders” and 3 “outsiders”, according to a sur- 
vey by Merwyn R. Greenlick, instructor at Wayne 
State University, Detroit. 

Pharmaceutical company directors are younger 
and better educated than corporate directors gen- 
erally, the study showed. 

Only two out of 15 boards studied had a ma- 
jority of “outside” members. Mr. Greenlick clas- 
sified a director as an “insider” if he derived his 
main income from the company, or was a retired 
employee, or was on the board only because of 
being related to a high officer or stockholder, and 
had no other apparent qualification. 
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How To Keep Track of Your Competition. Alfred 
B. DePasse and J. Stewart Fleck, Sales 
Management, November 10, 1959, pp. 18-21, 
70. [W.j.R.] 

A company may increase sales and profits over 
time and yet experience a declining share of the 
market unless it receives and uses a continuous 
flow of competitive information. A list of 39 
questions about competition shows the range of 
information that might be helpful. Most common 
competitive evaluations are made on (1) share of 
market; (2) sales volume in relation to selling 
investment; (g) gross margin on sales; (4) inven- 
tory turnover; and (5) product development. 

A number of techniques for measuring com- 
petitive performances are cited: (1) multiply your 
own average sales per employee by the number 
of your competitor's employees; (2) trace the trend 
of a competitor’s surplus account on his balance 
sheet for several years for possible help in esti- 
mating his profits; (3) measure competitor's stocks 
in sales outlets; (4) compare the number of com- 
petitor’s salesmen in an area, or the size of district 
sales offices and staffs. 


The Importance of New Products in Drug Store 
Sales. American Druggist, July 13, 1959, 
pp. 7-8. [p.R.] 

Research among 100 leading drug field manu- 
facturers, and in drug stores, shows that products 
introduced within the past five years accounted 
for 41.9 per cent of 1958 sales in six major drug 
store departments, compared with 39.4 per cent 
im 1957- ; 

The six departments, and the percentage of 
business done in each on products not in exist- 
ence five years earlier, are: Cosmetics, 55.6 per 
cent; sundries, 45.4 per cent; toiletries, 43.4 per 
cent; pharmaceuticals, 43.3 per cent; proprietaries, 
3&.2 per cent; prescription accessories, 34.5 per 
cent. 


Management Problems and Practices of Real 
Estate Firms. Fred E. Case and Frank G. 
Mitielbach, California Management Re- 
view, Winter, 1959, pp. 56-65. [W.J.R.] 

Preliminary observations from a four-year study 
(1953 through 1957) of 89 successful real estate 
brokerage offices consisting of from one to more 
than 75 persons and located throughout the State 
of California include: (1) few firms are consciously 
aware of management policies and principles; (2) 
only a“. . . minor proportion . . . examine their 
operations from the point of view of management 
performance”; (§) management functions are car- 
ried out intuitively rather than consciously, and 
frequently one function is emphasized indiscrimi- 
nately; (4) some firms have prospered “. . . whose 
managements have performed better because of 
their experience or perception rather than because 
they have adopted a positive approach of recog- 
nizing the specific tasks of management.” 

The characteristics of real-estate businesses are 
considered as well as the nature of management 
problems in the small, medium, and larger-sized 
firms. 





The Corporate Image in Public Relations. Rich- 
ard Eells, California Management Review, 
Summer, 1959, pp. 15-23. [W.J-R-] 


In order to project an image that is “unique, 
timely, internally consistent, and meaningful to 
the publics at which it is directed,” management 
itself must have such an image. The identification 
of “real corporate goals in their order of priority” 
is a top-management function which requires the 
counsel of public-relations specialists who “should 
properly be the specialists on communication as a 
potent instrument in all aspects of communica- 
tion policy, and not just specialists in the use of 
mass media.” 

Public-relations counsel should be an integral 
part of and not peripheral to the central issues 
of business policy formulation. 


Ce satané client. Alastair Sedgwick, Vendre, Jan- 
uary, 1959. [V-£.] 

This article is really a speech by Mr. Sedgwick, 
advertising manager for Gillette in England. In 
rendering it into French, Mr. Doucet retains its 
British humor. It makes, therefore, very agreeable 
reading. It should be of interest to motivation 
researchers and to those seeking differences in 
types of personalities found in Europe and the 
U.S.A. 

The speech concerns the types of clients that 
account execulives run into and the ways of 
working with each type. Mr. Sedgwick distin- 
guishes six types: the proud, the fricndly, 
the stupid, the cunning, the destructive, and the 
susceptible. This example serves also to indicate 
that Mr. Sedgwick's approach is that of “knowing 
the cnemy” so commonly used in typing cus- 
tomers. 


Mifux connaitre le consommateur. Serge Des- 
ponds, Vente et Publicité, March, 1959. 
[v.£.] 

Last January the Centre Emile Bernheim (dedi- 
cated to linking the academic and business 
workls) of the Université libre de Bruxelles in- 
vited marketing specialists from eight European 
countrics to study how to modify distribution 
methods in order to attain best results in the 
Common Market and the Free Exchange Zone. 
Mr. Desponds makes his remarks here. 

The organization of international market re- 
search was treated by Mr. Desponds in the De- 
cember, 1958, Vente et Publicité, where he pointed 
out that the person doing the market study must 
interpret its conclusions for the executives of the 
company in question. 

The comments of Mr. Desponds are interesting, 
underline the importance psycho-sociological mar- 
ket research will have in the Common Market. 
Another indication of the weight “motivation” 
research is taking on is revealed by an article on 
the co-operation between the researcher and the 
advertising agency in the January Vente et Pub- 
licité. Vhe material of the Brussels conference 
seems to indicate that it would be worth the 
trouble to read the minutes in detail. 
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A Creative Opportunity for Business: The Mar- 
keting Communications Budget. M. Harper, 
Jr., Printers’ Ink, June 26, 1959, pp. 86-94. 
[J-£.M.] 


The marketing concept should be implemented 
by a written marketing program. This article is 
a persuasive discussion of marketing in terminol- 
ogy which differs somewhat from that currently 
appearing in marketing periodicals but whose 
meaning is identical. The operation of a business 
is considered to consist of two basic functions: 
production and presentation. The author states 
that just as production is an integrated process, 
“presentation must be a single activity with a 
central strategy—making use of a variety of com- 
munications specialties.” 

Presentation is dependent upon an adequate 
“marketing communications budget,” which “. . . 
represents the total mix of communications meth- 
ods and materials recommended to present a 
company and its products. It may include any or 
all of such familiar vehicles as personal selling, 
advertising, sales promotion, merchandising, pub- 
lic relations, and publicity, as well as forms of 
research that represent communications from the 
market back to the producer.” Such a budget 
“, . . relates the strength of cach part to the pur- 
pose of the whole.” 

Using the foregoing definition as a springboard 
for «liscussion, Harper comments on the differ- 
ences between marketing tactics and strategy. He 
feels that much advertising today is more creative 
(tactics) than the communications plan (strategy) 
of which it is a part. 


La notion de fin de mois dans les dépenses du 
francais. Ecily Florentin, Vendre, October, 
1959» PP- $5742. [P-E.] 

Mr. Florentin charted the fixed payments made 
by French families (to Gas de France or the Postes 
Télégraph Téléphone, for example). The study 
showed that more money is available for spending 
at certain times of the year (June comes in first 
place, December follows, the “worst” months be- 
ing February, May and September). 

Then Mr. Florentin compares these months to 
those customarily used for expositions in France, 
finding, for example, that the Salon de l'Automo- 
bile was singularly badly placed, the Salon de 
l'Enfance well placed. The importance for retail- 
ers to harmonire their cfforts with the “available” 
money is also pointed out. 


New Way to Packaging Control. Afodern Packag- 
ing, August, 1959, pp. 81-86. [J-E.s1.] 


A packaging department organized to handle 
some 1,000 specific problems a year is discussed in 
this article. A résumé is given of how the Dow 
Chemical Company evolved a packaging staff 
which works with temporary committees from 
interested departments on major packaging prob- 
lems as they arise. In other wor'ls, the company 
is organized for “centralised co-ordination of de- 
centralized packaging activitics.” 
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The packaging department is charged with nine 
responsibilities: package co-ordination, package 
standardization, package specifications, package 
cost reduction, package development, package 
graphic design, package testing, centralized serv- 
ice, and export packaging. All of these activities 
are co-ordinated with other departments. For ex- 
ample, public relations may. require data for 
packaging articles or sales may need a graphic 
design for a package. An excellent chart portrays 
this interrelationship. 


Five Urgent Problems Marketing Men Must Face. 
Daniel Starch, Media/Scope, Vart 1, Sep- 
tember, 1959, pp. 45, 46; Part 2, October, 
1959, pp- 58-G4. [Jj-€.M.] 

Dr. Starch suggests five problem areas that call 
for vigorous study by marketers: (1) the sclling 
effect of advertising, (2) perception of broadcast 
messages, (3) comparability in media, (4) the 
measurement of brand use levels by media mar- 
kets, and (5) the pretesting of advertisements. Two 
methods of research are then discussed. The 
correlation survey method observes, describes, and 
analyzes objects, processes, phenomena, events, 
and actions as found in nature in man's physical 
and human environment. The experimental 
method goes beyond the description and interpre- 
tation of what is found and observed and pro- 
ceeds to experiment to make actual changes in 
conditions and processes to see what the results 
may be. Dr. Starch sums up his comments: “Mar- 
keting executives and research men will need to 
think in much larger terms than they have done 
heretofore, in fact in terms corresponding pro- 
portionately to product research investments, in 
order to obtain the needed factual basis for prog- 
ress and economy in marketing processes.” 


The Future American Class System. Stimson 
Bullitt, Horizon, May, 1959, pp. 20-23. 
[J-E.M.] 

Just as the concept of the mass market gave 
way to that of the segmental market, there will 
be future changes in our ideas about the charac- 
teristics of the American market. Although writ- 
ten as a guide for aspiring politicians, this article 
explores the coming changes in social and cultural 
patterns in the United States, which, as portrayed, 
possess marketing implications. In the past, most 
societies have been stratified on the basis of 
wealth with a sharp division between the haves 
and the have-nots. Mr. Bullitt suggests that our 
future society will be based on an individual's 
talent. Under the old social structure most so- 
cicties “resembled a low pyramid, with the aristo- 
cratic few at the top and the more numerous and 
poor at the bottom. Since ability was generally 
irrelevant to one’s place in it, the talented people 
were scattered throughout the structure.” Future 
socicty will take the shape of a fishing bob. In 
a structure based on talent, as foreseen hy the 
writer, “the gifted will rise to the top, displacing 


the merely rich or wellborn. Society will then as- 
sume a bulbous shape. The most able will be at 
the very peak, the great bulk of the population 
will cluster in the middle, and the incompetent 
will drop to the bottom.” 

If this envisaged social change occurs, the mar- 
keter’s problem would be one of developing prod- 
ucts with intellectual and aesthetic rather than 
economic overtones. This article should prove 
thought-provoking to every marketer, 


The Creative Factor in Marketing. Charles G. 
Mortimer, Adverlising Age, August 10, 
1959, Pp- 59-66. [J-£..1.] 

This reproduction of the 1958 annual Charles 
Coolidge Parlin lecture delivered by Mr. Morti- 
mer should be must reading for today’s markcter. 
An adaptation of Paul Mazur's and Malcolm P. 
McNair's definition of marketing is used as an 
introduction: “Marketing is the creation and de- 
livery of a standard of living.” 

The role of creativity in the marketing process 
is discussed. As an example of creative thinking, 
the old concept of high margin pricing as con- 
trasted to volume pricing is presented in terms of 
the history of Gencral Foods and the F. W. Wool- 
worth Company. 

The factor of convenience as explored by Mr. 
Mortimer at a meeting of the Industrial Confer- 
ence Board four years ago was reiteraicd amd 
discussed under ten headings: the convenience (1) 
of form; (2) of quantity or unit; (g) of time; (4) 
of place; (5) of packaging; (6) of combination; (7) 
of automation; (8) of consumer credit; (9) of 
selection; and (10) of readiness. Convenience is 
based on a knowledge of consumer behavior and 
preferences. 

Final suggestions were made that future mar- 
keters should adopt the attitude of being cissatis- 
fied with what is known about marketing and 
should apply creativeness to people, with especial 
emphasis on the wants and needs of the up-com- 
ing generation, rather than to products. 


Product Manager: What Docs It Mean? Sales 
Management, April 17, 1959, pp. 42-45. 
[W.T.K.] 


National Biscuit Company's Special Products 
Division has three marketing managers. One of 
them, Al Simon, explains just how the marketing 
manager's job is organised, and what arcas of 
responsibility he has at Nabisco. 

The product or marketing manager has full 
charge of everything that happens between pro- 
duction and the actual selling of the product: 
personal selling is not under the marketing mana- 
ger at Nabisco as it often is in other companies, 
But everything product desclopment, 
product quality, determining the final price, pack 
aging, marketing, advertising, promotional strat- 
egy. and profit analysis. The latter takes a great 
deal of the time of Nabisco’s marketing managers, 
which shows that the evaluative function is of 
major importance. 


else is: 
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A Basic Guide to Marketing for the Smaller 
Company. Charles E. St. Thomas, /ndus- 
trial Marketing, June, 1959, Part 2, pp. 3-14. 
[J-£.M.] 

The marketing concept has not been part of the 
thinking of the marketing director of the small 
or medium-sized company. Most current authors 
have not been specific in defining marketing; nor 
have they outlined in a detailed way why the 
small company executive should consider the con- 
cept’s importance and application. 

The author of this article defines marketing as 
“a way of managing a business so that each initial 
business decision (those critical decisions made 
by engineering people, by manufacturing people, 
by financial people, and so forth) is made with a 
full and prior knowledge of the impact of that 
decision on the customer.” He then discusses the 
difference between the marketing approach and 
the orthodox sales approach to the management 
of a business. Three misconceptions of marketing 
are then discussed. 

After asking a series of questions, the author 
discusses the problem of “Where to Start.” He 
presents the following basic thoughts: 

“First, that there is no one way to put the mar- 
keting concept to work. . . . Second, because mar- 
keting is a way of total business life, it (the 
concept, the reasons for it) must be completely 
understood by everyone in the business... . 
Third, because the success (or lack of it) under 
marketing depends in a very direct ratio on the 
understanding and implementation of the concept 
by the people in the organization, the move to- 
ward marketing should be a gradual one.” 

The author has written a thoughtful article 
on marketing considerations for a small company. 
A meaningful framework for thinking about mar- 
keting has been presented, even though no clear- 
cut answer has been given to the problem of 
organizing the company to implement the concept. 


The New Look in Corporate Organization. Ed- 
ward A. McCreary, Dun’s Review, Novem- 
ber, 1959, PP- 47-49. [S.C.H.] 

The use of computers and electronic “brains” 
plus increases in the size of staff groups indicate 
a change in corporate organization structure. Top 
management groups probably will be increased 
in size, but middle management is likely to be- 
come considerably less important and employ 
far fewer people. 


Business Ethics: Policy or Principle? Dun’s Re- 
view, November, 1959, pp. 67-76. [s.c.11.] 


A stimulating review of a number of business 
problems involving moral as well as commercial 
implications. Among the issues touched upon are 
the relative claims of seniority vs. ability; moral 
us. legal responsibilities under guarantees; the 
evils of bribery and entertainment; and problems 
of promotional claims. 
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Interdisciplinary Contributions to Marketing 
Management. William Lazer and Eugene J. 
Kelley, Marketing and Transportation 
Paper #5, Bureau of Business and Eco- 
nomic Research at Michigan State Univer- 
sity, 1959, p. 46. [F.M.] 

This stimulating paper is a systematic review of 
the tremendous contributions that the interdisci- 
plinary approach can make to marketing manage- 
ment. It schematically suggests the interrelation- 
ships between such diverse fields as business ad- 
ministration, economics, operations research, sta- 
tistics, engineering, mathematics, history, philos- 
ophy, psychology, social psychology, sociology, 
anthropology, demography, geography, political 
science, and ecology. A comprehensive list of per- 
tinent references is attached. The vistas of evolu- 
tionary possibilities for fresh insights and cross- 
polinations are truly fascinating. 


15. MARKETING 
EDUCATION 


Does Management Training Pay Off? Dun’s Re- 
view, November, 1959, pp. 41-43- [S.C.H.] 


Although two-thirds of the members of Dun’s 
Presidents’ Panel are in favor of continuing or 
increasing their corporate management training 
activities, growing signs of resistance to this 
booming activity may be noted. Major trends fore- 
cast are increased on-the-job training, a shift of 
responsibility from staff to line, less use of lectures 
and planned course, and less use of outside facili- 
ties such as university courses. Two-thirds of the 
presidents were opposed to purely cultural pro- 
grams, such as Great Books courses or the Aspen 
Seminars, and most of the others were unenthusi- 
astic. 


Les disciplines nouvelles entrent a Vécole tech- 
nique de publicité. Claude Chauvet and 
Adolphe Brémond, Vendre, December, 
1958. [P-E.] 

Messrs. Chauvet and Brémond are, respectively, 
president of the Groupement des Chefs de Pub- 
licité and president of the Société des Publicitaires 
Brevetés par l’Etat. In the fall of 1958, they mod- 
ernized the curriculum of the Ecole Technique 
de Publicité (founded by the Groupement in 
1927). 

The new study program is for three years, at 
the end of which time the student receives a 
Brevet professionnel de Publicitaire. 

The first year’s courses are general (selling, sales 
policy, market study .. .), the objective being to 
give a foundation for the technical studies of 
the second and third years. The teachers, inci- 
dentally, are practitioners; one person has the 
responsibility to tie course material together, i.e. 
to synthesize it continuously during the year. 

The second year’s courses are technical (media, 
creation, buying .. .), the objective being to pre- 
pare a student for the drawing up and carrying 
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out of a campaign. Of the 90 meetings, 40 are for 
the entire student body (lectures, case histories, 
visits to agencies...) and 50 are “laboratory” 
lessons. 

The third year is devoted to what approaches 
marketing studies for different types of products 
(consumption, industrial ...) and accents real 
sales campaigns. 


American Civilization and Its Leadership Needs, 
1960-1990. The Annals of the American 
Academy of Political and Social Science, 
September, 1959, pp. 1-123. [S.C.H.] 

Marketing executives responsible for managerial 
development as well as marketing teachers will be 
interested in this issue of the Annals. Although 
the various co uibutors note all of the limitations 
to which occupational statistics and projections 
are subject (including failure to consider potential 
upgrading of the labor supply, postponement of 
retirement, and increased employment of women), 
most foresee shortages of male workers in the 
important age groups, at least until 1970. White 
collar employment needs are expected to increase 
more drastically than blue collar. 

The demand for more and better education is 
an obvious result of these needs. Improved dis- 
semination of occupational information to high 
schools and college students is recommended as 


are other improvements in the labor market 


mechanism. Several authors point out that the 


shape of our society in the future will be deter- 
mined, at least in part, by the occupational 
choices of its population. Consequently, society 
has a major stake in manpower allocation. 


DOCTOR’S DISSERTATIONS IN THE 
MARKETING FIELD COMPLETED AT 
THE FOLLOWING UNIVERSITIES 
AND COLLEGE, 


November 1957—June 1959. 
(Compiled by Robert H. Cole) 


ARKANSAS, UNIVERSITY OF 

Meador, Rowe Morgan; An Analysis of the Little 
Rock Metropolitan Wholesale Market with Spe- 
cial Altention Given to Some Practices of 
Wholesalers Within the Market; June, 1958. 

BUFFALO, UNIVERSITY OF 

Wheatley, John J.; A Regional Economic Study 
of Production and Marketing Conditions and 
Problems in the Oyster Fishery; June, 1959. 

CHICAGO, UNIVERSITY OF 

Evans, Franklin B.; An Analysis of Automobile 
Purchasers: The Discriminatory Efficacy of Ob- 
jective and Psychological Variables; 1959. 

Munn, Henry L.; An Exploratory Investigation 
of Brand Perceptions by Specified Classes of 
Consumers for Specified Classes of Consumer 
Goods; 1957. 

Werner, Edward E.; A Consideration of Formal 
Approaches to the Study of Marketing and a 
Suggestion of a New Approach; 1958. 


CALIFORNIA, UNIVERSITY OF 

Bennett, John T.; An Economic Analysis of Mar- 
ket-Control Programs for California Clingstone 
Peaches; january, 1958. 

Dennis, Carleton C.; Interregional Competition in 
the Frozen Strawberry Industry; June, 1959. 

Hajjar, Nadim George; /ntraregional Trade in the 
Arab Near East, with Emphasis on the Products 
of Agriculture; January, 1959. 

Mendelsohn, Chaim; International Trade in Or- 
anges: Competition for Export Markets; June, 
1958. 

Sammet, Loy L.; Economic and Engineering Fac- 
tors in Agricultural Processing—Plant Design; 
January, 1958. 

Simmons, Richard L.; Optimum Adjustments of 
the Dairy Industry of the Western Region to 
Economic Conditions of 1975; June, 1959. 

Wilson, C. Pearis; An Economic and Statistical 
Analysis of Beef Cattle Marketing and Prices; 
July-September, 1958. 


ILLINOIS, UNIVERSITY OF 

Coolsen, Frank G.; Marketing Ideas of Selected 
Empirical Liberal Economists 1870 lo 1900; Sep- 
tember, 1958. 

Harder, Virgil; A History of Direct Mail Advertis- 
ing; June, 1958. 

Hartman, George E.; An Appraisal of Market 
Area Competition Under the Robinson-Patman 
Act 1936-1957; September, 1958. 

Litterer, Joseph; The Emergence of the Concept 
of Systematic Management in the Literature 
1870-1900; May, 1959. 

Lynn, Robert A.; Wholesaling Used Automobiles; 
May, 1958. 

O'Brien, Richard; The State Promotion Agency: 
An Analysis and Commentary; June, 1959. 

Sargent, Hugh; The Influence of Consumer-Prod- 
uct Tesling and Reporting Services on Con- 
sumer Buying Behavior; October, 1958. 

Saxburg, Borje; United States Governmental In- 
vestment Guarantee Programs for Private For- 
eign Investments—Development and Application 
1946-1954; May, 1958. 

Thompson, Willard; Self-Regulation 
tising; June, 1958. 

Tonning, Wayland A.; Measurement and Evalua- 
tion of Salesmen’s Performance; May, 1959. 

Twark, Allan J.; Sales Effort and Its Effect on the 
Quantity Sold; January, 1959. 

IOWA STATE UNIVERSITY 

Farrell, Kenneth R.; Economic Aspects of Grain 
Storage in North Central United States; July, 
1958. 

Fielder, Lonnie; Alternative Parity Formulas for 
Cotton; March, 1959. 

Hudson, James; Accuracy of Pricing Cottonseed 
for Crushing Purposes in Louisiana; March, 
1959- 

Jehnson, Jack; Economic Factors Affecting Cattle 
Prices at Appalachian Auctions; June, 1958. 

Richards, Allen B.; Impact of the USDA Grain 
Storage Program on County Elevators in lowa; 
December, 1958. 


in Adver- 
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IOWA, STATE UNIVERSITY OF 

Benson, James D.; A Study of the Application of 
Certain Statistical and Cartographic Tools to a 
Quantitative Problem in Market Analysis; Feb- 
ruary, 1958. 

Volpp, Louis Donovan; A Theoretical Approach 
to the Determination and Use of Sales Poten- 
tials for Geographic Allocation of Marketing 
Efforts; February, 1958. 

MICHIGAN, UNIVERSITY OF 

Clewett, Robert L.; The Distribution of New 
Automobiles: A Case Study in Working Toward 
More Effective Distribution; May, 1959. 

Dixon, Brian; Price Discrimination and Market- 
ing Management; May, 1959. 

Kahler, Rucl C.; Control of Merchandising in 
Food Chains; May, 1959. 

May, Frederick E.; The Use of Consumer Survey 
Data in Forecasts of the Demand for Consumer 
Durables; June, 1958. 


NORTII CAROLINA STATE COLLEGE 

Farris, Donald Edward; Interregional Competition 
in Fresh Vegetables; 1958. 

NORTHWESTERN UNIVERSITY 

Ullensvanyg, Leon P.; The Holel-Restaurant Meat 
Purveyor: An Analysis of the Growth, Opera- 
tion, and Future Development of a Specialized 
Type of Meat Wholesaler; June, 1959. 

OHIO STATE UNIVERSITY, THE 

Bere, Richard L.; Au Economic Analysis of the 
Grading, Packaging, and Marketing of Apples, 
with Special Reference to Pre-packaged Apples; 
March, 1958. 

Carley, Dale H.; The Effect of Price on the 
Supply Response of Milk in Two Ohio Markets; 
March, 1959. 

Chien, Shih An; Frozen Foods with Special Refer- 
ence to Consumer Use in Columbus, Ohio; 
December, 1957. 

Dillon, Robert E.; Exclusive Distributorship and 
Dealership; August, 1958. 

Dubey, Akhilesh; The Effects of the St. Lawrence 
Seaway on Ohio Wheat Marketing; June, 1958. 

Ghezelbash, Abbas; An Econometric Analysis of 
the Greenhouse Tomato Market in Olio; De- 
cember, 1957. 

Loomis, Vernon L.; An Appraisal of Sales Quota 
Usage; June, 1959. 

Richie, William; History and Development of 
Agricultural Cooperatives in Ohio; March, 1958. 

Robinson, Howard F.; History and Evaluation of 
Trading in Futures in Potatoes, 1930-1956; De- 
cember, 1957. 

Shuman, Adnan S.; A Suggested Plan for the 
Syrian Agricultural Cooperatives Based Upon 
a Study of Selected Agricultural Cooperatives 
in Ohio and in the United States Generally; 
December, 1957- 

Wagle. John S.; A Critical Analysis of the Mar- 
keting Methods and Practices of Light Aircraft; 
December, 1957. 

PENNSYLVANIA, UNIVERSITY OF 

Brown, Francis E. Jr.; The Definition and Meas- 
urement of the Travel and Vacation Industry; 
June, 1958. 
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Jones, Robert C.; Income Expectations and Con- 
sumer Spending; June, 1958. 

Latham, James P.; Distance Relations and Some 
Other Characteristics of Cropland Areas in 
Pennsylvania; January, 1959. 

Miller, Sidney L. Jr.; Economics of Small Ship- 
ments; January, 1959. 

Walters, J. Hart; The Compatability of Privately 
Planned Market Distribution with Public Eco- 
nomic Planning in India; May, 1958. 

PITTSBURGH, UNIVERSITY OF 

Chapel, Robert J.: The Control of Sales by Manu- 
facturers: A Theory of Successful Salesmanage- 
ment; June, 1958. 

PURDUE UNIVERSITY 

Giles, Howard C.; A Case Study of the Indiana 
Restaurant Association; April, 1959. 

Juillerat, Monte; The Pricing Structure for Soy- 
beans at Country Elevators and Processors in 
Indiana; April, 1959. 

Koch, Robert A.; Interregional Competition in 
the Tomato Processing Industry; January, 1959. 

Ou, Leland E.; Labor Utilization in Independent 
Indiana Supermarkets; May, 1959. 

Pherson, Vernon W.; The Competitive Potential 
of the U.S. Cotton Industry; September, 1958. 
Stevenson, James; Marketing Meat-Type Hogs and 

Pork as a Difjerentiated Product; October, 1958. 

Uchida, Akira; Theoretical Models of Interre- 
gional Competition in the Poultry Meat In- 
dustry; January, 1959. 

ST. LOUIS UNIVERSITY 

Herpel, George Lloyd; The Function and Status 
of Marketing Research in the Shoe Manufactur- 
ing Industry; May, 1958. 

Klages, Roy Arthur; An Analysis and Interpreta- 
tion of the Factors Influencing the Decentraliza- 
tion of the Downtown Department Stores in St. 
Louis; June, 1959. 

Reidenhach, Richard Clifton; Of/-List Selling of 
Electrical Appliances in the Metropolitan St. 
Louis Market, 1947-1956; May, 1958. 

SOUTHERN CALIFORNIA, UNIVERSITY OF 

Hitchinson, Bud R.; A Study of Debt Adjustment 
in Michigan; December, 1959. 

Minick, John Brubaker; Consumer Credit In- 
surance in Nebraska, May, 1959. 

STANFORD UNIVERSITY 

Clark, Norman W.; Cooper Fabrication: Outlook 
for Expansion in the Western United States; 
July, 1958. 

Halper, Donald Gene; Public Policy in Market- 
ing: Sales Below Cost Prohibition in the Cali- 
fornia Grocery Trade; June, 1958. 

Hess, John Milton; Trade-In Housing Programs: 
An Analytical Appraisal and Evaluation; May, 
1959- 

Smith, Glen Alden; Soviet Foreign Trade: Organ- 
izalion and Operation; June, 1959. 

WASHINGTON, UNIVERSITY OF 

Parker, Donald D.; The Marketing of Consumer 
Services; December, 1958. 

Strom, Axel E.; Case Study of a Hydroelectric 
Development: The Priest Rapids Project and 
the Partnership Program; June, 1958. 
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16. MERCHANDISING 


New Ways of Packaging for Profit. Dun’s Review 
and Modern Industry. October, 1959, pp. 
67-72, and November, 1959, pp- 
[R-L.C.] 


5'°55- 


In an effort to keep abreast of packaging 
trends, Dun’s Review surveyed the 1,000 largest 
U. S. manufacturers, interviewed the top package 
designers and engineers, and visited the leading 
packaging laboratories. 

The results are presented in a two-part report. 
Part I, Consumer Packaging, appears in the 
October, 1959, issue of Dun’s Review. Part H, 
Industrial Packaging, appears in the November, 
1959 issue. 


The Trademark: The Corporate “Coat of Arms.” 
Eric H. S. Teran, Print, May-June, 1959, 
PP- 39°40. [j-E.M.] 


A well-designed trademark must be an effective 
spokesman for the company. The trademark is a 
symbol used to make a favorable impression on 
the customer and the general public. If this is 
accomplished, customer acceptance becomes auto- 
ratic. The author states: “. . . the designer must 
know the image the company wants to create for 
its various publics, he must understand the under- 
lying preferences and memory patterns of those 
various publics, and he must be able to interpret 
the predetermined corporate image to the numer- 
ous publics in the most simple, direct way pos- 
sible.” 


Keep the Dragons Out of Packaging. Alan Berni, 
Advertising Requirements, September, 1959, 
Pp- 97, 98. [J-£-M-] 

Five basic points that lead to complacency in 
solving packaging problems are discussed by a 
professional package designer, who feels that the 
packaging profession should remain a flexible 
creative group resisting rigidity and welcoming 
change instead of accepting comfortable recogni- 
tion. 


A Trademark with a History. J. F. Schrocter, 
Advertising Requirements, December, 1959, 
pp. 113-116. [J-E.M.] 


The author belicves that trademarks are the 
basis of modern, successful marketing. This opin- 
ion was reached aftcr a careful exploration of the 
history of the “Nabisco” trademark through sixty 
years and six changes. The reasons for the changes 
are explained in terms of the marketing consid- 
erations involved. 


Developing the Package. Modern Packaging En- 
cyclopedia for 1960, November, 1959, pp- 
30-94. [J-E.M.] 

Marketing exccutives would do well to read this 
section of the Modern Packaging Encyclopedia. 

Such subjects as trends in packaging management, 


package flow development, planning the package, 
and merchandising considerations are commented 
on in detail. Of special value is the check list for 
package planning, which covers the areas of 
product characteristics, coordination in planning, 
production and handling, package appearance, 
and distribution factors. 


Coming Battle of the Advertised Brands. E. B. 
Weiss, Printers’ Ink, November 13, 1959, 
pp- 86-94. [J-€.M.] 

According to Mr. Weiss’s depth study, private 
brands will see continued growth. The brands 
of the giant chains and co-operative groups with- 
iu the food industry are not private in the cus- 
tomary sense. Actually, such brands are acde- 
quately promoted, offer excellent quality for the 
price, and are favorably accepted by the con- 
sumer. Generally, they “have a consumer position 
equalled by comparatively few food-processor 
brands and exceeded only by a tiny handful of 
food-processor brands.” After discussing the rea- 
sons for this enviable market position, Weiss offers 
suggestions to manufacturers to counteract the 
growth of private brands. Copics of the original 
report may be obtained by writing Doyle Dane 
Bernbach, Inc., 20 West 4grd Street, New York 36, 
New York. 


Private Brands Salvage Retailer Caught by 
Margin Pinch, High Operating Costs. 
Norman S. Rabb, Advertising Age, August 
17, 1959, pp. 67-72. [J-£.M.] 


The American housewife of today accepts pri- 
vate brands. Since World War II her attitude has 
changed psychologically as the food store's image 


has become increasingly more favorable. Dis- 
tributors also stock private brands because they 
provide adequate markup and volume. National 
brands manufacturers must re-evaluate their pric- 
ing and promotional practices. And the national 
brand marketer should heed the suggestion that 
distributors’ margins should be increased. The 
article is carefully documented with charts and 
tables. 


National Brands Must Block Private Brands in 
Supermarkets, or Get Hurt. Richard G. 
Zimmerman, Advertising Age, August 17, 
1959, PP- 57-72- [J-E-M.] 

This is a report of a study on private brands 
in which 127 companies operating 1,725 super- 
markets participated. The sample excluded all 
chains with less than 100 stores. Of the sample, 
71 per cent stocked an appreciable inventory of 
private brands, and another 13 per cent carried 
a limited number of such items. Private labels 
accounted for 5 per cent of the total grocery sales 
in 1953. but by 1958 had increased to 1@.7 per 
cent. Of the participants, 8: per cent said that 
additional profit was responsible for this increase; 
43 per cent, however, voiced objections to stocking 
private brands—no advertising allowances, for 
instance. Even though national brands will re- 





main dominant, the trend toward private brands 
will continue in the food field unless manu- 
facturers take definite steps to counteract it. 


Predictions . . . of Things to Come in Packag- 
ing. Walter Landor, Sales Management, 
November 10, 1959, pp. 15-17, 68. [W.J.R.] 


Specific major developments likely to mate- 
rialize in the next five years include: (1) more 
awareness of packaging by marketers; (2) more 
frequent package changes; (3) new materials, new 
processes will emerge such as plastics able to take 
boiling liquids and one-layer protective packag- 
ing; (4) possible reaction to overpackaging; (5) 
industrial products makers will discover the sales 
power of packaging; (6) more research and testing 
will reduce the gamble of packaging changes; 
(7) more companies will give packaging planning 
and research executive status. 

With regard to number 4 above, “... the 
trend may be for a 2-way divergence from the 
present middle ground to an economy package 
on the one hand and a luxury package on the 
other.” In addition, retailers will put more pres- 
sure on manufacturers to plan packaging to 
siaximize stocking and displaying needs at retail. 


New Ways of Packaging for Profit. Dun’s Re- 
view, November, 1959, pp. 51-55- [S.c.1.] 


A review is presented of several important 
trends in industrial packaging. Lighter materials 
are becoming more and more popular. Plastic 
is replacing stee] and glass; corrugated paper is 
replacing wood. Disposable containers are be- 
coming more popular and there is increasing use 
of color in industrial packaging design. 


17. PRICING AND PRICE 
POLICIES 


“It Really Costs Less”. American Druggist, July 
13, 1959, front cover. [D.R.] 


An analysis finds that 20 years ago the average 
prescription cost $1.11—and that to pay for it 
the average U. S. wage earner had to work 1 
hour, 45 minutes. 

Today, the average prescription costs $3.08— 
but the average wage earner works only 1 hour, 
27 minutes to pay for it. 

The analysis is based on American Druggist’s 
annual study of prescription prices, and on U. S. 
data with respect to wages paid in manufacturing 
industries. 


Pricing for Profit in Retailing. W. G. McClelland, 
The Journal of Industrial Economics, July, 
1959» PP- 159-174. [S.C.H.] 

This paper, originally a talk before a Retail 
Conference of the British Institute of Manage- 
ment, points out that modern trends in distribu- 
tion are likely to lead to (1) higher productivity 
per worker, (2) increased capital per worker, (3) 
increased ratio of administration and bookkeep- 
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ing employees to manual workers, (4) conse- 
quently, increased economies of scale both within 
the store and the chain organization as a whole, 
and (5) consequently, increased excess capacity. 
These conditions call for pricing programs de- 
signed to maximize both traffic and the profits 
from that traffic. 

McClelland recommends leader pricing to ac- 
complish the first, increased attention to dollar 
rather than percentage margins for the second. 


Price Variations among Automobile Dealers in 
Chicago, Illinois. Allen F. Jung, The Jour- 
nal of Business, October, 1959, pp. 315-325- 
[s.c.H.] 


This is a study of prices quoted by Chicago 
Ford and Chevrolet dealers to shoppers who posed 
as possessing three different degrees of interest 
in and knowledge of price. All dealers quoted 
some discounts from list price, but there was 
considerable variation in the size of the discounts. 
Ford dealers quoted prices ranging from $2,425 
to $2,875 for a $3,035 car and Chevrolet dealers 
quoted from $2,400 to $2,600 for a $2,969 car. 
However, the marginal saving resulting from 
visiting additional dealers, was of course consider- 
ably less—on the average a consumer would have 
saved $42.92 by visiting two Ford dealers instead 
to $2,875 for a $3,035 car and Chevrolet dealers 
instead of one. The standardized “bargaining” or 
“hard” approach used in this survey resulted in 
only slight price differences, although Jung be- 
lieves that many prices might have been lowered 
by extensive and skillful bargaining. Paren- 
thetically, most dealer salesmen did very little 
real selling. 


A Scientific Approach to Retail Pricing. Gordon 
B. Cross, Journal of Retailing, Fall, 1959, 
pp. 118-132. [s.c.H.] 


In this important article Dean Cross carries 
the current discussion of retail pricing techniques 
another step forward. The following is a neces- 
sarily overly-concise summary of the major steps 
in his approach, which undoubtedly will be the 
subject of further discussion in the retailing 
jeurnals: (1) a desired annual percentage rate 
of return on merchandise investment is deter- 
mined by reference to management's goals and to 
the ratio of merchandise investment to total 
investment. The determined rate, divided by the 
number of stockturns per year anticipated on any 
item, is added to merchandise cost. Acquisition, 
risks, handling, and selling costs for the item are 
also determined. Direct costing is used whenever 
possible, otherwise departmental average costs are 
used, adjusted by estimated or probability factors 
to account for item variations from the norm. 
The total of these costs equals “hase retail price 
before provision for overhead.” Meanwhile over- 
head is allocated to departments and to classifica- 
tions within departments on a judgment basis. 
The allocated overhead divided by various unit 
sales rates is then added to the “base retail price 


before overhead” to determine the prices at 
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which various sales values become satisfactorily 
profitable. The resultant tabulation is then com- 
pared with a similar listing of anticipated sales at 
various prices. The price at which the product 
of the overhead contribution per unit and the 
anticipated sales in excess of those needed to 
break even is at a maximum is the apparent 
desired pricing point. Judgment is then used to 
adjust for consumer preferences for odd prices, 
to interpolate in the pricing tables and for other 
purposes. 


Ce pelé, ce galeux ...le prix imposé! 
Neuilly, Vendre, January, 1959. [P-.£.] 


Jean 


List prices were the practice in France in 1949; 
partly following policies in the U.S.A. and with- 
out sufficient study of the applicability of U.S. 
policies in France, they were condemned in 1953. 
‘Theoretically, prices were going to go down, sales 
increase. 

Naturally, the discount house entered the scene 
rapidly, as well as a French system for price 
cutting called the “carnet d'escompte” (lists of 
stores having all types of merchandise offering 
discounts of 5 to 25 per cent to any holder of a 
“carnet”). 

The result: a maximum of 5 per cent lowering 
of prices (food not included) and a significant re- 
duction of sales promotion and customer services. 
Mr. Neuilly concludes that the suppression of 
fixed prices gave a “liberty” which did not in- 
crease real competition. 


Boosting Profits Through Lower Prices. Dun’s 
Review, November, 1959, pp. 44-46. [S.c.11.] 


This is an interview with the president of 
American Can Company, which has recently in- 
creased sales and profits through price reductions. 
Vertical integration, use of imported raw. mate- 
rials, and general belt-tightening is given” credit 
for the cost savings that permitted the reductions; 
labor is asked to co-operate. 


Pricing Objectives in Large Companies, Com- 
ments and Reply. M. S. Adelman, A. E. 
Kahn, and R. F. Lanzillotti, The American 
Economic Review, September, 1959, pp. 
669-687. [s.c.1.] 


The above communications discuss a number 
of points raised in Lanzillotti’s original article 
(American Economic Review, December, 1958), 
but principally concentrate upon his thesis that 
large corporations tend to use target-return pric- 
ing rather than profit maximization. All agree 
on the empirical evidence, but differ seriously in 
their interpretations. 


18. RESEARCH AND 
RESEARCH TECHNIQUES 


New Concepts in Media Research. Ernest Dichter, 
Media/Scope, July, 1959, pp. 44-47- [J-£-M-] 

The role a particular medium plays, rather 
than an accumulation of numbers, should be the 
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beginning of media research. According to Dr. 
Dichter, “there exists a particular universe in 
which the relationship between the medium and 
its reader, or viewer, or listener, is established.” 
The concept is then discussed on the basis of 
ten points of view; for example, uniqueness—each 
medium, such as Life or Look, is different. What 
is the pattern of this uniqueness? Each point 
commented on should provoke interesting discus- 
sion among media and marketing planners. 


Here’s Where Print and Broadcast Can Be Com- 
pared. Darrell B. Lucas, Media/Scope, Au- 
gust, 1959, pp. $4-37- [J-E-M.] 

Dr. Lucas presents in chart form those meas- 
urements that are comparable for print and 
b: oadcast media. The measurements that are con- 
crete and comparable at the present time are ac- 
corded their just due, Those not as precise, such 
as the advertisement exposure audience, are an- 
alyzed in terms of the complexity of the problem. 
The article is an excellent summation of the 
current status of media research. 


Psychological and Objective Factors in the Pre- 
diction of Brand Choice: Ford versus 
Chevrolet. Franklin B. Evans, The Journal 
of Business, October, 1959, pp. 340-369. 
[s.c.11.] 


Motivation researchers claim that automobile 
brands have “personalities” or “images” that 
influence their selection. However, the adminis- 
tration of personality tests to a sample of Ford 
aud Chevrolet owners in the Park Forest, Illinois 
development did not reveal any significant basis 
for predicting which brand the owner had. 
Neither did the study of brand images, of de- 
mographic variables or of attitudes (loyal or 
disloyal) to car owned. 


What is Relevant? P. L. Smith, The Journal of 
Industrial Economics, July, 1959, pp. 182- 
188. [5.c.H1.] 


This article is a philosophical discussion gen- 
erated by observation of problems involved in 
installing two centralized accounting systems, one 
using a digital computer and the other standard 
costs. 

Smith notes that the initiating group, especially 
the systems experts, are likely to become the 
judges of what information the system will pro- 
duce; a situation that calls either for limitation of 
their discretion or for vastly improved communi- 
catiens between the specialists and the informa- 
tion users. He argues that it is often sound 
tactics to avoid initial upset of established ways 
of doing things. For this purpose he would often 
recommend at least initial design of the system 
along more compatible and less efficient lines 
than otherwise would be necessary or the toler- 
ance of temporary duplications between the 
old and the new systems. 





Profitable Pharmaceuticals. F-D-C Reports, Sep- 
tember 7, 1959, pp. 12-15. [D.R.] 


For the past ten years, the number of prescrip- 
tion products which show up five or more times 
in every 10,000 prescriptions filled have averaged 
about 400 a year, according to studies by David L. 
Stiles, market development director of Abbott 
Laboratories. 

In 1958, the studics show, 82 pharmaceutical 
products entered into this “profitable” group, 
and 6g were dropped. 

The ten-year figures show that accelerated 
pharmaceutical research in recent years has re- 
sulted in both a higher “birth rate” for new drugs 
and a higher market “death rate.” 

The two forces responsible are the keen com- 
petitive rescarch race and modern “crash” promo- 
tional programs which create almost immediate 
acceptance for new products. As both are stepped 
up in future years, the industry can anticipate 
even greatcr annual turnover, with further ac- 
celeration in product obsolescence. 


Everybody Bought the Product but the Public. 
Richard K. Van Nostrand, Sales Manage- 
ment, June 5, 1959, pp- 62-G4. [w.T.K.] 


Those marketing teachers who employ the case 
or problems method of instruction can find many 
success stories to use as teaching material. Com- 
panies are always willing, nay, eager, to supply 
facts about their successes and triumphs, but 
few and far between are those who will allow their 
failures to be written up. Yet students can learn 
as much or more {rom analyzing why a policy 
or procedure failed as he can from studying why 
it succeeded. It is refreshing, therefore, that 
Bristol-Mycrs was willing to release data about 
one of its products that failed—Analoze, a good 
antacid and analgesic tablet. Bristol-Myer’s mar- 
keting management gave it every pre-check, in- 
cluding a compctent test market campaign. There 
was nothing wrong with their advertising and 
point-of-purchase support, either. By every indi- 
cation they thought they had a sure-fire success. 
Why, then, was Analoze a dismal failure? 

It all hinged on an obscure point of consumer 
psychology that had not been researched ade- 
quately in the product use studies preceding in- 
troduction on the market. This simple oversight 
cost the company thousands of dollars and nu- 
merous headaches for company executives. It 
affords, however, a valuable Icsson for marketing 
students on the need for being thorough and 
covering all angles before launching a new prod- 
uct. For it is a very hazardous matter, and even 
the best companies have their occasional flops. 


How New Product Test Cities are Selected. 
Printers’ Ink, September 25, 1959, pp. 66, 
67. [J-E.M.] 

The staff of Printers’ Ink made a survey cover- 
ing twenty products to determine the applicable 
standaris for selecting test cities. The nation’s top 
test cities were Pittsburgh, Los Angeles, Syracuse, 
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Wichita, Minneapolis, St. Paul, and Sacramento. 
Those selecting test citics usually seek a market 
that will give them (1) a demographic cross- 
section, (2) a microcosm of the total distribution 
pattern, (3) a self-contained market, and (4) bal- 
anced media coverage. Other factors are timing 
and internal considerations. 


Automatic Linkage of Vital Records. H. B. New- 
combe ct al., Science, October 16, 1959, 
PP- 954-959: [5.C.11.] 

Many social studies would benefit from an 
analysis of all of the public records (birth, school, 
military, marriage, death, etc.) affecting each in- 
dividual in the universe or sample studied. How- 
ever, the high cost of manual search for large 
numbers of single documents contained in vast, 
and separate, files usually precludes this. Further 
difficulties arise because of changes in names and 
spellings of names, and because of recording 
errors. In the project reported here, successful 
linkages were made between marriage and birth 
records in British Columbia using a Datatron 
205 computer, a phonetic code for last names, 
and six identifying characteristics for each hus- 
band-wife pair. 


Digital Electronic Computers in Biomedical Sci- 
ence. Robert S. Ledley, science, November 
6, 1959, Pp. 1225-1234. [S.C.11.] 

This review of EDP applications in biomedics 
May suggest applications in business and market- 
ing research. Digital computer systems are now 
being used to receive and process masses of physio- 
logical data, such as clectrocardiograms, taken 
directly and continuously from living animals. 
Analysis of sequential microphotographic records 
by electronic methods (e.g., tracing capillary 
blood flow) is now feasible. Some of the most 
interesting applications are in information re- 
trievai and exchange—electronic diagnostic net- 
works serving physicians throughout large areas 
from central memories may develop, as well as 
computer systems that will spew forth printed 
current bibliographics of the literature on any 
conceivable biomedical problem. 


19. RETAILING 


Measuring Retail Trade by the “Investor’s Yard- 
stick”. T. D. Ellsworth and D. J. Rachman, 
Journal of Retailing, Fall, 1959, pp. 133- 
146. [S.c.11.] 


An annual analysis of the operating perform- 
ance of 125 major retailing firms using three im- 
portant ratios: profits as a per cent of sales, profits 
as a per cent of net worth, and net sales to net 
worth. As usual, the study indicates that retail 
profits which appear skimpy when judged as a 
per cent of net sales (average 4.5 per cent before 
taxes) appear much more respectable (20.2 per 
cent before taxes) when set against the more sensi- 
ble base of net worth. Both profits and invest- 
ments increased somewhat from 1957 to 1958. 
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Food store profits decreased somewhat as a per- 
centage of net worth, perhaps due to increased 
emphasis upon nonfoods. Nonfood retailers who 
emphasized private brands seemed to obtain a 
better return on their investment than those 
featuring national labels. 


14 Important Ratios in 12 Retail Lines. Dun’s 
Review and Modern Industry, October, 
1959, pp. 82-83. [R.L.C.] 

The ratios presented in this article are of con- 
siderable importance. For the year 1958, the me- 
dian ratios of net profits on net sales were below 
2 per cent on ten of the twelve retail lines studied 
and barely above 2 per cent in two other retail 
lines of business. 

If net profits on tangible net worth have come 
to reflect the measure of merchandising results, 
rather than margin of profits to sales, then none 
of the retail lines did well except the grocers. 


Prescription Department Profits and Vo'ume In- 
crease. American Professional Pharmacist, 
August, 1959, pp. 536-541. [D.R.] 

Prescription department inventory in drug 
stores increased 2.4 per cent during 1958—less 
than half the rate of increase in prescription de- 
partment sales. Non-prescription department in- 
ventory, however, increased 6.4 per cent—whereas 
sales of non prescription merchandise declined 
2.2 per cent. 

This is revealed in the 1958 Lilly Digest, cover- 
ing the operations of 2,429 drug stores. The 
digest is compiled and published annually by Eli 
Lilly & Co. 


Charge Accounts in Drug Stores. American Drug- 
gist, September 21, 1959, pp. 5-6. [D.R.] 


Of the nation’s independent drug stores, 79 
per cent now offer charge account services to 
their customers, a study by American Druggist 
reveals. The average druggist offering charge ac- 
counts does 17.8 per cent of his total volume on 
a charge basis, and has 117 customers on his 
charge account books. 

Only 2 per cent of charge account debts turn 
out to be uncollectible, the survey shows. 

In towns with population under 10,000, 91.5 
per cent of independent drug stores offer charge 
accounts—compared with 76 per cent in larger 
cities. 


Drug Store Stockroom Areas. American Druggist, 
july 27, 1959, p. 16. [D.R.] 

In the average drug store stockroom, 40 per cent 
of the space is wasted because of poor arrange- 
ment and maintenance, a survey by Johnson & 
Johnson reveals. On the basis of its findings, J & J 
has prepared a stockroom modernization manual 
to be made available to druggists. 

The study found that poor stockroom arrange- 
ment and maintenance wastes as much as $5,000 
in capital, which could otherwise be used for 
profit-producing purposes. Large amounts of capi- 


119 


tal are tied up in merchandise the druggist 
doesn’t know he has, in outdated goods, and in 
excessive inventory on slow-moving items. 


Women Cosmeticians in Drug Stores. American 
Druggist, August 24, 1959, pp. 55, 58. [DR] 
American Druggist’s study of the role of the 
drug trade in the cosmetics field finds that in 
80.1 per cent of all drug stores most of the cos- 
metics selling is done by a woman. In 58.6 per 
cent of the stores where a woman does most of 
the selling, she has received special training as a 
cosmetician. 

These figures add up to the fact that a cosmetic 
manufacturer’s products get the benefit of a 
trained woman's selling know-how in 46.9 per 
cent of all drug stores. 

In practically all cases, the training is acquired 
by one or more courses given by manufacturers, 
sometimes under the auspices of local wholesalers. 

Women are more likely to be found as cos- 
meticians in drug stores with fountains than in 
stores without fountains—largely because a foun- 
tain store usually has more traffic and therefore 
is in a better position to hire a woman to sell 
cosmetics. 


Druggists Hold 47% of Health and Beauty Prod- 
uct Markets. Drug Topics, September 28, 
1959 Pp- 6, 8. [D.R.] 


Drug stores held their position last year as the 
leading retail outlet for health and beauty aids 
in the United States, with a 47 per cent share of 
the market. This is nearly as much as the com- 
bined total for all other retailers handling such 
goods—food stores, department stores, variety 
stores, and house-to-house sellers. 

The drug store’s total sales of health and 
beauty products in 1958 amounted to $2,208,000,- 
650—a new record. They topped the 1957 total 
by $70,000,000 

For the average pharmacy, the figures mean an 
increase in health and beauty aids sales last year 
of about $1,200 per store, 


Drug Stores in Shopping Centers. American Drug- 
gist, August 24, 1959, pp. 5-7- [D-R.] 

As of mid-1959, exactly 6.4 per cent of the na- 
tion’s drug stores were located in shopping cen- 
ters—compared with only 3.3 per cent back in 
1956—American Druggist’s fourth annual shop- 
ping center study discloses. Altogether, there were 
3,270 drug stores in shopping centers in mid-1959 
—3) per cent more than there were in mid-1958. 

While these stores represent only 6.4 per cent 
of the total number of drug stores, they account 
for 15.8 per cent of total drug store business. 


1959 Controllers’ Congress Convention Proceed- 
ings, Part I. Retail Central, September, 
1959, pp. 2-160, [S.C.H.] 

Several of the major speeches reported in this 
issue seem to reflect rather similar feelings 





among department store comptrollers that they 
have devoted excessive attention to dollar control. 
Dollar planning for six-month periods scems to 
involve a number of serious drawbacks under 
changing economic conditions, and, consequently, 
the plans have often been ignored or of little help 
to merchandising executives. Assortment planning 
in terms of units and the substitution of pur- 
chasing quotas based upon maintenance of a 
predetermined number of weeks’ supply seem 
more realistic and more meaningful than the use 
of traditional “dollars of open-to-buy”. Other 
talks discuss current trends in expense control 
for smaller stores, credit technique (especially the 
growth of bank credit plans), credit promotion, 
and the control of inventory thefts. Motivation 
research, subliminal advertising, and climatic con- 
trol are among the approaches tentatively ex- 
plored for the reduction of shoplifting. The 
presence of the wrong sort of ions in the atmos- 
phere seems to induce increased criminality, but 
it is questionable if merchants can do much 
about it. 


The Discount House (in German). Eberhard 
Rhein, Bulletin of the Institute for Con- 
sumer Economics (Hamburg), 1958, pp. 75- 
[F-M.] 

In the last decade West Germany has intro- 
duced many retailing innovations. A lion’s share 
of the inspiration usually came from the U.S.A. 
via careful analysis of institutions such as self- 
service, prepackaging, supermarkets, shopping 
centers. This bulletin introduces the concept of 
the discount house by analyzing its history, the 
role it plays, operating costs, customer service, 
supply problems, conflict with fair trade statutes. 
E. J. Korvette, Polk Bros., and Masters are used 
as case studies. This is probably the most concise 
and comprehensive study of the subject now 
available anywhere. 


20. SALES MANAGEMENT 
AND SELLING 


Let’s Take a New Look at Industrial Sales Psy- 
chology. Lee O. Thayer, Industrial Market- 
ing, June, 1959, Part I, pp. 126-128. [J.£.M.] 

Thayer states that industrial marketers have 
been neglecting in industrial sales psychology 
many of the most important facts about human 
behavior. He discusses seven facts which are ap- 
plicable to industrial sales situations and which 
should prove themselves to those who test and 
use them: “1. Our behavior is economical. 2. What 
seems real . . . is real. 3. People are ego-centered. 

4. Motivations are intangible. 5. We enhance our 

self-concept. 6. Attitudes strongly motivate. 7. 

We tend to rationalize.” 


The Need for Training New and Old Salesmen. 
H. H. Horton, Industrial Marketing, May, 

1959, Part I, pp. 52-54. [J-E-M.] 
This article recommends that a new position— 
that of salesman-development manager—be cre- 
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ated by those companies employing more than 
25 salesmen. The ition is recommended be- 
cause the author feels that the selection and de- 
velopment of salesmen offer the greatest potential 
for increasing sales during the coming years. The 
steps necessary to implement the activity and the 
phases a salesman-development program should 
include are discussed in detail. 


Today’s Sales Challenge: Top Management 
Speaks Out. Kenneth Henry, Dun’s Review, 
September, 1959, pp. 42-44. [S.C.H.] 

The 175 members of Dun’s Review’s Presidents’ 
Panel anticipate an average 12 per cent sales gain 
for 1959 and even better results next year, with 
many foreseeing special gains in foreign sales. One 
out of three expect to change distribution meth- 
ods with some tendency to favor elimination of 
wholesalers, two out of three see a need for more 
salesmen in 1960, and a number are interested in 


revamping physical distribution methods and 
practices. 


Can Your Salesmen Pass This Test? T. R. Smith, 
Industrial Marketing, October, 1959, pp. 43, 
44- [J-E.M.] 


The test questions were designed to determine 
whether salesmen know the company’s basic sales 
story. Actual test results reveal that salesmen 
often omit customer benefits, misplace emphasis, 
and give attention to unnecessary detail. The use 
of such a test will enable marketing management 
to point out to the salesman the areas in which 
his performance can be improved. 


21. STORAGE AND 
TRANSPORTATION 


The Allocation of Goods Traffic between Road 
and Rail. C. H. Sharp, The Journal of In- 


dustrial Economics, July, 1959, pp. 206-213. 
[S.C.H.] 


An analysis of the rates charged and traffic 
carried by the British Railways and British Road 
Services in the West Midland conurbation prior 
to the 1957 reorganization of transport rates shows 
that rail received too much traffic in the “wrong” 
weight group (especially go0-2,000 lb. consign- 
ments), too few of the heavier consignments, and 
too high a portion of traffic intended for the 
poorer routes, 


Air Cargo Soars to New Boom Level. Dun’s Re- 
view, November, 1959, pp. 59-63. [S.c.H.] 

More and more companies are sending even 
non-emergency shipments by air freight, as the 
“integrated distribution concept” suggests substi- 
tuting faster transport for inventories in surface 
distribution pipelines and branch warehouses. Im- 
proved planes, particularly improved loading and 
unloading times, possibly lower rates and aggres- 
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sive promotion by the airlines promise vastly 
increased air-freight volumes in the near future. 


22. THEORIES IN 
MARKETING 


Current Trends in Linguistics. Joseph H. Green- 
berg, Science, October 30, 1959, pp. 1165- 
1170. [S.C.H.] 


Marketers interested in communications may be 
interested in this brief report on the current 
state of linguistics. Linguistics originated as the 
historical study of language development (dia- 
chronic linguistics), and not until relatively re- 
cently was attention given to a problem presup- 
posed in the historical approach—the provision 
of adequate theoretical descriptions of existing 
language systems; (synchronic linguistics). Lin- 
guistic activity centers around both the question 
of sounds (phonemic theory) and of the functional 
relationship of language elements (grammatical 
theory). Interdisciplinary horizons include the in- 
creasing application of statistical analysis to lan- 
guage, experimentation with interrelationships 
between linguistics and the science of acoustics, 
and ventures into the Whorfian thesis (ethnolin- 
guistics and psycholinguistics) which holds that 
one’s conception of the world is influenced by 
the grammatical construction of the language he 
speaks. 


Sampling to Doctors Doubles Volume on New 
Prescription Products during First Year. 
Weekly Pharmacy Reports, September 14, 
1959, Pp- 1-2. [D.R.] 

Extensive, carefully controlled market tests, con- 
ducted by Smith, Kline & French Laboratories 
have proved that sampling of doctors can double 
the volume on a new product during its first year 
on the market. This was disclosed by the com- 
pany’s advertising director, Tobias Wagner, at a 
recent meeting ir. Princeton, N. J. 

Mr. Wagner reported that a special study 
showed that go per cent of doctors who handed 
samples to patients also wrote prescriptions for 
the products involved. 

The data indicates that, while it may be true 


that a drug store loses a potential prescription 
when a doctor gives a sample package to a pa- 
tient, many more prescriptions would be lost in 
the course of the first year if sampling were 
eliminated. 


Utility Theory, Decision Theory, and Profit 
Maximization. Joseph E. Haring and Gor- 
man C. Smith, The American Economic 
Review, September, 1959, pp. 566-58. 
[S.c.H.] 

The authors criticize previous attempts to de- 
velop a formal theory of risky choices because of 
failures to distinguish three different types of 
risk situations. One type is the marginal risk 
activity engaged in primarily for non-monetary 
reasons—the friendly poker game or tossing coins 
for the lunch check. Another type involves “struc- 
tural choices,” e.g. choice of a career, choice of a 
wife, and other major decisions. Haring and Smith 
believe their utility model wisely concentrates on 
the middle ground of operational decisions (which 
are less likely to be susceptible to noneconomic 
influences) such as security investments, produc- 
tion, inventory, and expansion decisions. They 
assign a cost value to decision efforts and use 
Koopman’s search theory model. Alternatives 
within the span of attention are evaluated in 
terms of certainty-equivalent approximations 
(CEA’s), and the one with the highest CEA is 
selected. 


23. WHOLESALING 


14 Important Ratios in 24 Wholesale Lines. 
Dun’s Review and Modern Industry, No- 
vember, 1959, pp. 56-57. [R-L.C.] 


By and large the profit margins for the year 
1958 in most of the lines covered under 14 Im- 
portant Ratios are disturbingly low. The median 
ratio of net profit on sales fell below 1 per cent 
in 13 of the 24 wholesale trades, ranged from one 
to 2 per cent in 10 other wholesale lines, and 
exceeded 2 per cent in only one—namely, whole- 
sale baked goods. Also with respect to net profits 
on tangible net worth, the showing made among 
the wholesale lines studied ranged from poor to 
dismal. 
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MANAGERIAL MARKETING, PERSPECTIVES AND 
VIEWPOINTS, by Eugene J. Kelley and William 
Lazer. (Homewood: Richard D. Irwin, Inc., 1958. 
Pp. x, 508. $6.00.) 

Many articles and a few books have been 
written on and around the “marketing con- 
cept.” Managerial Marketing, a collection of 
82 articles, is another attempt. The editors 
state that “... the managerial approach to 
the study of marketing is characterized by 
three elements: an emphasis on problem 
solving and decision making, a managerial 
focus, and an interdisciplinary approach.” 
The readings selected are presumed to be a 
reflection of all three viewpoints. 

The contents are divided into three main 
divisions: Dimensions and Forces of Man- 
agerial Marketing, The Marketing View- 
point and Business Strategy, and Frontiers of 
Marketing Knowledge. This outline follows 
what the editors call the “function of man- 
agerial marketing.” Part One of the three di- 
visions is concerned with an attempt . . . “to 
foster an awareness and understanding of 
the managerial aspects of marketing actions.” 
The attempt is made to develop three major 
subjects: market orientation to business ac- 
tion, appraising basic marketing forces, and 
identifying the consumer who is the focus of 
marketing effort. Twenty-three selections are 
provided. 

Part Two, the bulk of the material pro- 
vided, is an attempt to indicate the nature 
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and scope of the marketing viewpoint and 
business strategy. The essays are grouped under 
seven headings: Creative Adaptation to 
Change, Decision Making, Programming Goal- 
Directed Marketing Effort, Organization Plan- 
ning and Control, Product and Price 
Considerations, Distribution Channels, and 
Marketing Communications. Fifty readings are 
provided. 

The last division of the book, consisting of 
nine articles, is concerned with the develop- 
ment of a theory of marketing. The various 
selections present the dimensions of market- 
ing thought and the role that a body of mar- 
keting theory can or should play for a new 
science. 

Finally, there is an editorial postscript 
which attempts to relate all of the 82 selec- 
tions under three headings: (1) the mana- 
gerial approach to marketing issues; (2) the 
potential contributions of an interdisciplinary 
attack on marketing problems; and (g) the 
role and contribution of theory to an under- 
standing of marketing thought and action. 

Presumably, the editors have done consid- 
erable library searching. The selections, with 
the exception of a few chosen from the gen- 
eral press, are taken from many business pa- 
pers and journals. Some of the articles are by 
marketing scholars. Many have already been 
noted in “Marketing Articles in Review” pub- 
lished in this JjouRNAL. However, in spite of 





BOOK REVIEWS 


the amount of editorial work that was done, 
the effort reflects little more than “paste pot 
and shears.” The book has poor continuity, 
and there are important voids in the outline. 
For example, the editors provided nothing on 
the subject of organizational arrangements. 
This would seem to be a fundamental part 
of a proper concept of “managerial market- 
ing.” 
D. J. CARMICHAEL 

Continental Oil Company 


COPYWRITING: THEORY AND TECHNIQUE, by 
George Timothy Clarke. (New York: Harper & 
Brothers, 1959. Pp. xiv, 523. $7.50.) 

Most books on copywriting focus on the 
end-product of the creative process. They 
specify the qualities that a finished advertise- 
ment should contain. They set the product 
standards that a copywriter should strive to 
meet. 

This book is unique in that it tackles the 
difficult task of explaining the thinking proc- 
ess that precedes the writing stage. It places 
greater emphasis on the technique of think- 
ing than on the technique of writing. It as- 
sumes that gaining some understanding of 
how man thinks is a prerequisite to learning 
how to write. 

A discussion of the thinking process can be 
pretty abstract stuff, as it is in the chapter en- 
titled “Thinking,” which develops the con- 
cepts of abstracting, synthesizing, hypothesiz- 
ing, gestation, and coalescence. However, 
these rather ethereal notions become more 
meaningful in a later chapter where the au- 
thor provides a crisp running commentary 
of the thoughts that might take place in the 
mind of a writer preparing to write a direct- 
mail letter for selling magazine subscriptions. 

Organization of the book proceeds from 
the general to the specific-from Fundamen- 
tals of Copywriting, to Advertisement Writ- 
ing, to Applications to Media, to Specialized 
Writing including sales promotion, public 
relations, publicity, and technical reports. 
Brief writing assignments, essay topics, review 
questions, and a glossary are included in the 
appendix. As one would expect from a book 
in this subject area, it is highly readable and 
very well illustrated. 

A knowledge of the characteristics of the 
media for which he is writing should enhance 
the effectiveness of the copywriter’s work. 
However, it is somewhat surprising to find as 
much as one-fourth of this book on copywrit- 
ing devoted to the history and development of 
the various media. 

Obviously, the only way to learn to write 
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advertising is to write advertising. Insofar as 
a well organized treatment of copywriting 
fundamentals including a description of the 
entire creative process can help one improve 
his writing skill, this book should prove to be 
a valuable contribution to the literature in 
this field. 


VERNON FRYBURGER 
Northwestern University 


THE COPYWRITER'S GUIDE, Elbrun Rochford 
French, editor. (Harpers, 1959. Pp. 536. $11.95.) 
Planned and edited by an experienced copy- 

writer, this book presents the best thinking 
of thirty-five professional advertising men and 
women. Each is a specialist in the field in 
which he writes. The basic point of view is 
that advertising is a tool of marketing and 
must be coordinated with all other marketing 
activities. It presents the marketing plan as a 
team job, and shows the copywriter’s place on 
the team. It emphasizes the fact that much 
laborious, unglamorous planning must pre- 
cede the creative work of the copywriter, but 
that the copywriter should know the total 
marketing strategy if his copy is to be effec- 
tive. 

Based on the realistic thesis that the func- 
tion of advertising is to sell, these top rank- 
ing professionals share their experiences. 
Starting with the copywriter’s place in the 
marketing plan that will best use his creative 
talent, the book moves to products, to media 
—printed, audio, visual, to research and test- 
ing, and finally to jobs. 

The professionals show the application of 
fundamentals to all major forms of advertising 
with illustrations and specific cases never be- 
fore published. We were especially interested 
in chapters on planning; introducing a new 
product on a small budget; graphic impact 
changes to meet the challenge of fast and 
casual reading; special aspects of copy in cer- 
tain fields, such as industrial, ethical, and re- 
tail fashion; developing off-beat copy; and 
wholesale (with emphasis on catalog) copy. 

The chapters on radio and TV, with pic- 
tures and scripts, present much new material 
on thinking and planning as well as on writ- 
ing that should be useful to either the young 
or old copywriter. Six chapters on direct mail, 
well illustrated, do a sound and interesting job 
of establishing it in the marketing plan. 

No one will like all chapters equally, but 
from such a wide selection there is something 
worth-while for everyone—practitioner, teacher, 
or student. Any advertising teacher should ex- 
amine the book for his supplementary reading 
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reserve. He will find many specific things cov- 
ered that are beyond the scope of a textbook. 


C. R. ANDERSON 
University of Illinois 


EXPLORATIONS IN RETAILING, by Stanley C. Hol- 
lander. (East Lansing, Mich.: Michigan State Uni- 
versity, 1959. Pp. x, 459. $6.50.) 

This is a book of readings, but it is more 
than just “another” book of readings. The ar- 
ticles have been selected and arranged with a 
praiseworthy goal in mind. Dr. Hollander re- 
veals his plan in the preface to the volume. 
He states his conviction that research tech- 
niques are probably both useful and necessary 
in solving the many problems inherent in 
large-scale retailing. Familiarizing students 
with the place that research has in solving 
such problems is a major contribution which 
college educators can make. Furthermore, Dr. 
Hollander emphasizes in the selection of the 
readings the co-disciplinary approach which 
solutions to these problems invite—the bene- 
fits to be derived from application of prin- 
ciples of sociologic and economic theory to re- 
tailing problems. Thus, the emphasis of this 
volume is unique in its considerations of the 
many and complex problems of the retail 
business. 

The book consists of some 67 readings 
which are divided into seven sections, of 
which section 1 is the introduction. 

Section 2, “Retailing in Changing Economic 
Worlds,” has three divisions which deal with: 
(1) the various socio-economic forces which are 
acting to change the retail structure and be- 
havior; (2) the effects of the business cycle on 
retailing, and the relationship of retail buy- 
ing practices and the cycle; and (g) the rela- 
tionship of stages of a nation’s economic 
development to its market structure, the 
so-called “Clark-Fisher Hypothesis.” 

Section 3 is entitled “Social Appraisal of 
Retailing.” The articles consider the still un- 
answered questions of marketing costs and 
efficiency of distribution. Attention is directed 
toward the problems associated with develop- 
ing measures of productivity in the distribu- 
tive trades, measures of retail efficiency, and 
the like. 

Section 4, “Retail Competition,” includes 
some articles which attempt to determine the 
appropriateness of applying theoretical eco- 
nomic models in analyzing various aspects of 
retailing. The first of three divisions, “Price 
and Non-Price Competition,” addresses itself 
to the degree and nature of retail competition. 
The competitive structure of the retail indus- 
try, as is the case with other industries, has 
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important social and economic (and therefore 
political) implications. The second division 
is concerned with large business. One of the 
articles considers the application of models 
of bilateral oligopoly and of competition to 
mass distribution. Another describes the pric- 
ing behavior of three large firms. The third 
division has four articles dealing with par- 
ticular retail questions, such as defining and 
applying the “unfair competition” concept to 
various retail policies and practices, the is- 
suance of trading stamps and its implications, 
and issues related to resale price maintenance. 

Section 5, “Retail-Supplier Relationships,” 
consists of three articles. Two deal with fran- 
chise retailing. The first recognizes that a 
manufacturer and his dealers make up a com- 
petitive system which is in need of administra- 
tion. While some administrative functions are 
best handled on a decentralized basis, many 
are most logically performed by the manu- 
facturers. The second discusses types of fran- 
chise agreements and differences and similar- 
ities of agreements used by various industries 
and by firms within the same industry. The 
third article in the group, “Preretailing and 
Consumer Buying Patterns Over Time,” deals 
with absorption of retail functions by vendors. 

Section 6 is entitled “Retailer-Labor Rela- 
tions.” The five articles consider from several 
points of view the thorny problems associated 
with employee-employer relations. The first 
article -by Donald K. Beckley, “Identifying 
Problems of Human Relations in Retailing,” 
identifies six distinctive types of stress which 
make retailing difficult from the standpoint of 
the personnel involved. 

Another article in the section covers “Be- 
havior in a Selling Group” which is a diag- 
nosis of a deficiency in the capacity of sales- 
girls and executives to communicate with one 
another about changes in their behavior. 
Other selections are entitled “Price Stability 
and Retailing” and “Retail Establishments 
and the Fair Labor Standards Act.” The final 
article by Jules Backman is called “Why 
Wages Are Low in Retailing.” This selection 
identifies and discusses five reasons for low re- 
tail wages. 

Sectién 7, the most extensive of the book, 
consists of 21 articles relating to “improving 
retail performance.” It is in this section that 
the possible benefits of the use of the research 
approach to problem solving in retailing are 
examined. It is pointed out that most retailers 
deal with great numbers of customers, com- 
modities, and suppliers, which provide a solid 
foundation for use of statistical analysis. The 
fact that there is much counting in retail ac- 
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tivities (transactions, specific merchandise 
items, and the like) provides additional data 
for statistical study. Chain organizations in 
their research can overcome many problems 
associated with locational bias, as they can 
conduct research from store to store. Inde- 
pendent stores of similar but non-competing 
units can exchange information and data. 

The articles included in the section illus- 
trate a wide range of analytical approaches 
used to solve retail problems. Some of the 
readings cover such topics ‘as “Cost and Mar- 
gin Studies,” “Operations Research,” “Spa- 
tial and Locational Research,” and the like. 
All point up that objective research holds 
likely answers to many of the unsolved prob- 
lems facing retailers. 

It is the conviction of this reviewer that in 
the study of retailing too much attention is 
paid to institutions, and excessive emphasis is 
placed on the mechanics of such things as 
buying, selling, and pricing. To be sure, a 
study of retailing should include attention to 
these items; students and practitioners should 
be made aware of these aspects of the busi- 
ness. But this “how-to-do-it” approach can 
best be learned on the job, since for better or 
for worse most merchants have developed 
their own particular methods and systems to 
handle retailing mechanics. In addition, the 
approach does not seem to offer promise of 
solutions to the retailer’s problems. 

It is doubtful that merchants are made in 
the classroom. However, time spent by edu- 
cators will be profitable when devoted to the 
consideration of tools useful in solving the 
merchant's problems. If the multitude of com- 
plex retail problems are considered within the 
conceptual framework that is provided by 
theories in the social sciences—economics, so- 
ciology, psychology—students and practitioners 
may be better equipped to answer many of 
the questions which have been nagging at re- 
tail management for so many years. 

The strength of this book lies in its recog- 
nition of and emphasis on the usefulness of 
the tools provided by many of the social sci- 
ences in solving problems peculiar to the 
retail industry. It does not rely on the “how- 
to-do-it” approach. The total effect of the read- 
ings is not to settle any issues or to provide 
answers for meeting these issues. However, 
the readings have been selected and organ- 
ized so that the book is entirely consistent 
with the intentions as stated in the preface. 
The effect is to direct thinking along rather 
uncommon paths. These paths need to be 
explored since they provide the promise of 
answers to many issues as yet unanswered. 


Probably every one will not agree with the 
orientation of the book. Nevertheless, it is 
well worth attention. Many people will find 
that it fills a void in the thinking about re- 
tail problems. The collection of articles pro- 
vides a needed point of view for the study of 
the retailing field. [t can be advantageously 
used both by practitioners and by instructors 
in the classroom. 


JAC L. GOLDSTUCKER 
Sacramento State College 


INTERNATIONAL FINANCIAL TRANSACiIONS 
AND BUSINESS CYCLES, by Oskar Morgenstern. 
(Princeton: Princeton University Press, 1959. Pp. 
xxvi, 591. $12.00.) 

Morgenstern’s statistics-laden, analytically 
rigorous, intellectually-exhaustive study lies 
in a sort of academic everyman’s land. Dealing 
with the way in which business cycles spread 
internationally, it pushes well into topics nor- 
mally covered in courses in General Economic 
Theory, the Theory of International Trade, 
International Finance, Money and Banking, 
and, naturally enough, Business Cycles. The 
scholarship which the text exudes makes it a 
major contribution to these fields; marks it 
for inclusion on their respective “required 
reading” lists. However, the very qualities that 
will endear it to academicians are likely to 
repel practitioners of applied economics. If 
one is really interested in the subject matter 
of the study, he is urged to acquire it for his 
library; otherwise, no. To say the least, Mor- 
genstern’s tome does not lend itself to being 
leafed or paged through in idle moments nor 
is it a compendium of frequently used statis- 
tical data. 

The table of contents offers a good clue to 
the way in which the subject has been ap- 
proached. While there are only nine sub- 
stantive chapters, there are 72 charts and 141 
tables, many of which require several pages 
(Table 114, for example, is 11 pages long). 
The lengthy, chart-less, table-less opening 
chapter describes the dimensions of the prob- 
lem, notes the statistical methods and materials 
available, discusses the institutional back- 
ground and changes therein, considers the 
nature of business shocks, business cycles, the 
relationship of “world economic organiza- 
tion” to “world business cycles,” and, finally, 
outlines the plan of the book. The surveyish 
character of the chapter lends itself to sweep- 
ing and occasionally loose or eyebrow raising 
statements. For example, in discussing ¢co- 
nomic nationalism and “the beginning of po- 
litical quarrels” prior to World War I, he 
says there were “squabbles over Serbian hogs 
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between Austria-Hungary and Serbia, where 
all sorts of tricks were resorted to. What was 
then an anomaly became a standard after 
World War I. In both cases wars followed” 
(p. 19, fn. 16). Surely Morgenstern does not 
mean to imply post hoc propter hoc. The 
substantive chapters and the 13 page chart- 
less, table-less “conclusion and perspective” 
which follow were written with far greater 
precision, and the vexation which they arouse 
is with the subject rather than the author. 
Their essence is the application of the work 
of Mitchell, Burns, et al. of the National Bu- 
reau of Economic Research to the way in 
which economic disturbances have spread to 
the financial centers, and have been diffused 
among the economies of Great Britain, Ger- 
many, France, and the United States. The 
years covered are from 1870 to 1914, when the 
gold coin standard was at the peak of its 
popularity, and the years 1925 to 1938 when 
gold bullion, gold exchange, and other vari- 
ants of the classic gold standard were widely 
practiced. 

Chapter Two deals with the international 
timing of business cycles, while Chapter Three 
is a comparison of cyclical behavior of short- 
term interest rates in the four countries cov- 
ered. The next three chapters critically eval- 
uate the short-term interest rate differentials, 
Goschen’s hypothesis about the “international 
solidarity of money markets,” and covariation 
of the short-term interest rate differentials and 
exchange rates. Chapter Seven offers quanti- 
tative estimates of stress between individual 
money markets and is followed by chapters 
which examine the cyclical behavior of the 
central bank discount rates and the cyclical 
behavior of long term interest rates. The last 
substantive chapter covers the international 
interaction of stock markets. 

Morgenstern’s contribution to our knowl- 
edge of the relationship between international 
financial transactions and business cycles con- 
sists primarily in pointing out the wide gap 
between the theories which deal with this 
subject and the conclusions to which the sta- 
tistical data available lead us. In his own suc- 
cinct words, “. . . either we reject the data 
which were used and question the manipula- 
tions to which they were subjected or we re- 
ject the theory which was used in combining 
and interpreting them...” (p. 568). Spe- 
cifically, Morgenstern found, contrary to com- 
mon sense expectations, cross rates of ex- 
change which behaved “irrationally.” The 
differences between them and the direct rates 
were neither zero, nor small, nor constant. 
Secondly, contrary to the theory of interna- 
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tional trade, the gold points did not set the 
limits within which the international ex- 
change rates fluctuated. The rates frequently, 
and often for long, continuous periods, 
pushed past these points. In his study, Mor- 
genstern used monthly averages and there- 
fore the insignificant “violations” of a day 
or two were automatically excluded. Third, 
there were apparently permanent differences 
in short-term interest rates among the coun- 
tries studied, differences which exceeded the 
cost of transfer of funds at a time when the 
world was on the gold coin standard and 
arbitrage activities were widely practiced. 

In further contradiction of economic the- 
ory, Morgenstern also found unexplained dif- 
ferences among interest rates among various 
markets in the same country. Fourth, he 
found “almost fantastic discrepancies” be- 
tween the actual behavior of markets with re- 
spect to each other and that inferred from 
the theory of the gold standard during the 
very period when the latter was supposedly at 
the peak of its popularity. By way of a posi- 
tive contribution, Morgenstern confirms the 
general impression that financial markets in- 
teract more intensely in times of stress and 
great activity than in relatively quiet periods. 
He concludes that analyses of gold, balance 
of trade and/or national income data are in- 
adequate for a wide variety of reasons: the 
data are the result of “purely arbitrary deci- 
sions,” or there are “‘absolutely no useful data 
on hand,” or “the connection between na- 
tional incomes, gold points, and short-term 
interest rate differentials is at best rather 
obscure.” (p. 566). 

Morgenstern’s final comments are perhaps 
the most thought-provoking in the text and 
may well be picked up by some young econ- 
omist and carried through to conclusion and 
great fame (and, one hopes, with due credit 
to Morgenstern). He writes: “. . . our notions 
of ‘equilibrium’ and ‘stability’ . . . may have 
to be replaced by very different ideas, such as 
are shown in the theory of games of strategy. 

. in the gold standard system we hardly 
have the characteristics of a ‘mechanism’ but 
have instead . . . deliberate, willful struggle 
among the different markets for funds, among 
central ‘banks for gold, among these banks 
and their domestic commercial banks for gold, 
among investors for placement, etc. . . . new 
fruitful descriptions of the interaction of in- 
ternational monetary institutions are possible 

” via the use of games theory. (pp. 572-3). 

To conclude, Morgenstern has made an ex- 
tremely useful contribution to the literature, 
and serious students of the subject are urged 
to acquire his study. Others, as a minimum, 
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ought to know that it exists and where it can 
be located if the need for it arises. 

SIDNEY KLEIN 
Rutgers, The State University 


INTERNATIONAL TRADE PRINCIPLES AND PRAC- 
TICES, by Paul V. Horn and Henry Gomez. Fourth 
Edition. ae ll Cliffs, New Jersey: Prentice- 
Hall, Inc., 1959. Pp. viii, 597. $10.00.) 
Twenty-five years ago a reviewer of the first 

edition wrote: “This book is encyclopedic in 

scope, covering the history and theory of for- 
eign trade, economic geography, commercial 
policy, international finance, foreign exchange, 
ocean transportation and practical exporting. 

. . - Had the scheme of the book been less 

ambitious the treatment of important topics 

might have been more satisfying.”* ‘These 
comments remain as valid today for this 
fourth edition. 

Over the years and through successive edi- 
tions the basic organization has remained un- 
changed; however, in this fourth edition the 
number of chapters has been reduced by con- 
solidation of material from the former 32 to 
25. Part I still contains a conglomeration of 
chapters promoting foreign trade as a field of 
specialization, differentiating foreign and do- 
mestic marketing (though still without empha- 
sizing the real differences), an oversimplified 
history of international trade, and a summary 
of the authors’ concepts of the economic bases. 
A notable improvement has been made in this 
section in the reduction of the quantity of 
minutiae, especially those pertaining to the 
differences between foreign and domestic 
marketing. 

The consolidation of the former six chap- 
ters on international commercial policy in 
Part II into three chapters results in a much 
improved presentation of this admittedly 
complex subject. Part III on transportation 
and communication facilities has likewise 
been improved by the elimination of one 
chapter. 

Perhaps best in conciseness and clarity of 
presentation is Part IV, International Finance, 
especially the chapter on the balance of in- 
ternational payments. Fart V, World Markets, 
remains substantially unchanged except for 
combining the former two chapters on the 
foreign trade of the United States into one, 
though with only a slight reduction in the 
total number of pages. 

Part VI, containing eight chapters on prac- 


* Review by P. W. Bidwell in The American 
Economic Review, Vol. XXV, No. 4, December, 


1935, P- 763. 
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tical procedure in exporting and importing, 
has been substantially reorganized and up- 
dated. However, coverage of the various as- 
pects of procedure, ranging from foreign 
marketing research to documentation of the 
export shipment, varies widely from over- 
abbreviated to over-detailed. 

Review questions and problems have been 
added at the end of each chapter which may 
help the student, if studied. However, these 
questions are almost all merely memory test- 
ing rather than thought provoking. Perhaps 
in future editions the authors wil! include 
questions which will stimulate the thinking of 
future policy making businessmen. 

As with all enclycopedias, completeness of 
presentation varies widely throughout all the 
text. In a number of instances it is too super- 
ficial, as in the sections on economic princi- 
ples and trade methods and practices. In 
other instances it is excessively detailed for a 
principles text, as in the chapters on financing 
exports and credits and collections. In fact, 
there is a noticeable lack of balance in cov- 
erage both within and between sections. 

Unfortunately for the uninformed in the 
fundamental economic principles of interna- 
tional trade, the exposition of that subject is 


no more than an over-simplified neo-classical 


explanation. Modern modifications arising 
out of macro-economic theory are totally ig- 
nored; yet today they are an essential part of 
international economic theory. Also, one sig- 
nificant anomaly was noted, though in fair- 
ness to the authors it must be admitted that it 
is one which apparently no writer has con- 
sidered: The principle of comparative cost is 
developed at some length, yet on page 400 the 
authors point out that factors other than cost 
are significant for successful foreign trade. 

Two fairly substantial sections cannot be 
accepted readily as part of a text on the 
“principles” of international trade. They are 
the chapters on transportation and communi- 
cation facilities-which, though interesting 
reading, should be left to texts on principles 
of transportation, and world markets—the es- 
sence of economic geography texts. One wishes 
that the time and space devoted to these sub- 
jects had been devoted to more adequate 
presentation of essential trade principles and 
practices. 

A number of actual and implied errors 
were noted which will raise questions as to 
the accuracy of much of the factual material. 
On page 52, for example, the statement is 
made that rickshaws are important vehicles of 
public transportation in Japan. Since anyone 
who has been in that country in recent years 
knows this is completely untrue, one can only 
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wonder about the accuracy of statements made 
about other countries. On page 206, Alaska is 
referred to by implication as a foreign terri- 
tory. This will not make friends in our second 
newest state. And on page 454, Japan is in- 
cluded in a listing of countries in which broad- 
casting is a government monopoly with radio 
and TV commercial advertising prohibited. 
Although this was true a number of years ago, 
today there are a number of private stations 
as well as private radio and TV networks. 
Consequently, one can only wonder whether 
other statements are similarly outdated. A se- 
rious question must be raised as to how many 
other errors in fact have been made. 

Had the authors emphasized as clear and 
concise explanations throughout the text as 
in the chapter on balance of international 
payments and had the authors confined their 
coverage to the essential principles and prac- 
tices of international trade, this would have 
proved to be an outstanding new college text 
vitally needed for an introductory one-semes- 
ter course. However, as written, it suggests 
too many ideas for one semester and contains 
too little development, especially as to the 
“whys,” for more than one. Realistically, per- 
haps the authors should have titled this new 
edition the “Handbook of International Trade 
and International Economics.” 

Despite these extensive criticisms, this new 
edition remains the only available, adequate 
book on the subject for a one-semester, non- 
technical, principles course in a_ business 
school since nothing else of a similar nature 
to satisfy similar objectives has as yet been 
written. 

LAURENCE-P. DOWD 


The University of Michigan 


ANALYZING AND IMPROVING MARKETING PER- 
FORMANCE, American Management Association 
Report. (New York: American Management Asso- 
ciation, Inc., 1959. Pp. 139. $3.75.) 

Edward B. Reynolds, Manager, Marketing 
Division of the American Management Asso- 
ciation, suggests that the subtitle is more de- 
scriptive of its contents: “ ‘Marketing Audits’ 
in Theory and Practice.” Many of the papers 
contained in this volume were written espe- 
cially for it; others are based on material pre- 
sented at a conference on the subject which 
was sponsored by the AMA’s Marketing Divi- 
sion and held in New York City in February, 
1959- 

The basic theme is a generalized review 
and appraisal of all aspects of the marketing 
function within a company. It should be 
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established on a continuous basis and de- 
signed not so much to smoke out current 
weaknesses but more importantly to reshape 
all aspects of the marketing function to be 
able to deal with anticipated problems. Thus 
a company would be equipped with a flexible 
marketing group that could handle new situa- 
tions in its stride as they arise rather than the 
more customary “crisis” basis. 

Since this is conceptual rather than a re- 
counting of “How we do it,” the papers are 
necessarily rather general. However, most 
aspects of marketing are discussed with some 
comment on the value of the “audit” ap- 
proach to that area. One obtains the definite 
picture that marketing is an integrated proc- 
ess, that a change in one sub-function affects 
all others, and the audit to be successful must 
be complete. 

The area that received maximum attention 
is the control of the product line. Here again, 
this is related to the total company marketing 
picture. 

There are three company studies. One by the 
Market Planning Corporation (New York) is 
entitled “Auditing the Product Line.” This 
is a detailed discussion of the product plan- 
ning process, and outlines the approach of this 
well-known group of marketing consultants 
to this problem. 

“Analyzing Sales Force Effectiveness” by 
American Telephone and Telegraph Company 
(New York) discusses certain aspects of the 
Bell System's sales job with particular atten- 
tion to the Yellow Pages business directory 
sales problem. 

“Evaluating the Company’s Markets, Prod- 
ucts, and Competition” was presented by 
Scott Paper Company, Chester, Pa. Through 
a description of their Marketing Research and 
Product Planning and Development activities, 
one obtains a good picture of the “marketing 
audit” at work. As Mr. Harrison F. Dunning, 
Vice President-Retail Marketing said in in- 
troducing the subject: 


“Although we at Scott Paper Company have 
been engaged in a continuing critical ap- 
praisal of our marketing activities for some 
years now, we certainly did not set out to 
do so with the idea of conducting a mar- 
keting audit. Indeed, when it was first sug- 
gested that these efforts of ours could prop- 
erly be considered a marketing audit, no 
one could have been more surprised than 
ourselves.” 


Actually, the analytical approach to each 
problem described here is the heart of the 
marketing concept—and audit—as well as the 
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specific reaction to the needs shown by the 
analysis. 

One problem that received relatively little 
attention is the necessity of meshing market- 
ing plans, with development capabilities and 
manufacturing capacities. Mr. Robert E. Ses- 
sions, Executive Vice President of Mead-John- 
son & Co. of Evansville, Indiana, does very 
properly start with this total company prob- 
lem and points out that it is in the sphere of 
general management. Most of the other con- 
tributors start with the assumption that gen- 
eral management has the company’s total ef- 
fort properly balanced. However, it seems 
probable that more otherwise well-conceived 
marketing programs run ashoal through lack 
of complete co-ordination down the line with 
other major company functions than from 
any other cause. 


A. K. GAETJENS 
General Electric Company 


COMPETITIVE INTELLIGENCE, by Burton H. Alden 
and others. (Watertown, Mass.: C. |. Associates, 
1959. Pp. 78. $10.00.) 

Nine students at the Harvard Business 
School spent eight months exploring the sub- 
ject of “information, espionage, and decision 
making” under the direction of Professor 
George F. Doriot. Their primary tool was the 
questionnaire and field interview completed 
through the co-operation of 300 executives. 
The findings, conclusions, and recommenda- 
tions are summarized in this “Special Report 
for Businessmen.” 

This document was prepared in partial ful- 
fillment of a course in manufacturing. There- 
fore, it is not concerned explicitly with mar- 
keting intelligence, but rather with general 
management’s need for competitive informa- 
tion. Inasmuch as marketing channels (e.g. 
field salesmen) are a primary means by which 
management secures the knowledge it seeks, 
the student of marketing will find much of in- 
terest here. 

The material is organized into two basic 
sections: “Normal Methods of Information 
Collection,” and “Controversial Methods of 
Information Collection.” 

The first deals with such everyday methods 
as personal contacts by salesmen and scien- 
tists and the use of published information. A 
reasonably sophisticated marketing student 
will find no surprises here. 

The second section details practices that 
have lately come in for considerable scrutiny 
and controversy among thoughtful business 
men. These include hiring competitive em- 
ployees to secure confidential facts; tricks for 
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discovering patent infringements; and as- 
sorted forms of spying and business espionage. 

Until recently, surprisingly little has been 
written or taught about the general subject of 
competitive intelligence. It is one of the prac- 
tical aspects of business operation not covered 
systematically in any business course of which 
the reviewer is aware. Marketing research is 
of course one of the important tools for learn- 
ing about one’s competitor, and much has 
been said about its techniques. But the inte- 
gration of marketing research with other 
methods for securing competitive knowledge 
has received little study. The authors of this 
document, too, give it less attention than it 
deserves. 

As their figures show, the integration or or- 
ganization of competitive information by 
business managers is the exception rather than 
the rule. Only 15 per cent of the companies 
studied reported a formal system to accom- 
plish this. 

This study, as well as recent articles on this 
subject by Fortune magazine, Cosmopolitan, 
and the Harvard Business Review, emphasizes 
some of the more dramatic aspects of indus- 
trial espionage. What comes out of the fig- 
ures, however, is the surprising lack of sys- 
tematic provision by most companies to find 
out what their competitors are up to. This 
reviewer's experience as a marketing con- 
sultant and researcher confirms the notion 
that more often than not managements have 
failed to use normal, non-controversial meth- 
ods for determining where they stand vis-a- 
vis competitors or to find out the reasons for 
competitive inroads against them. 

These needs are summed up by the authors: 


“Competitive intelligence is really a part of 
forward planning—both short and long 
range. Technique aside—it is all part of the 
‘appraisal of the situation’—present and 
prospective. The information sought and 
the actual information obtained influences 
strategy as well as tactics of the company. 
Inevitably this information is a tool of top 
management and therefore must have top 
management's support in its gathering proc- 
ess, interpretation, and proper and ade- 
quate use within the company. Hence plans, 
policies and procedures for its gathering 
must be augmented by equally good plans, 
policies and procedures for its effective use.” 


Since the TV scandals broke in the Fall of 
1959, questions have been asked about an 
ever-widening circle of business practices. 
They range from the butcher's thumb on the 
scale and the rigged gasoline pump to the 
practice of wining and dining top govern- 





ment officials by major military suppliers. 
The ethical implications of some of the tech- 
niques employed to learn about competitors 
are skirted by the authors. This aspect was 
covered in more detail by the Harvard Busi- 
ness Review. Its data showed that the younger 
the Susiness executive, the more willing he is 
to condone questionable practices. This re- 
futes the notion that business cynicism grows 
out of experience. It is consistent, too, with 
the readiness of youth to sanction the quiz 
show machinations. And it gives this reviewer 
concern about the trend in business morality. 


EDWIN H. SONNECKEN 
Market Planning Corporation 


RETAIL ADVERTISING AND SALES PROMOTION, 
eye M. Edwards, Jr. and Russell A. Brown. 


b 

ns Edition) (Englewood Cliffs, New Jersey: 

entice-Hall, Inc., 1959. Pp. xii, 705. $7.95.) 

This top-ranking, popular book has been 
in use by retailing students, teachers, and 
practitioners for 23 years. Each revised edi- 
tion captures critically and with understand- 
ing the fresh approaches, techniques, and phi- 
losophies of this dynamic area of distribution. 
It is unquestionably an outstanding marketing 
work. 

Retailing is the jungle of modern market- 
ing. It is the most dynamic, the most popu- 
lated, the most flexible, the most ancient, and 
perhaps the least efficient segment of our mar- 
keting economy. More study and observance 
of the Edwards and Brown treatment might 
well bring about an efficiency metamorphosis 
in a field where the need is perennial despite 
‘the fact that our 1959 Christmas retail sales 
made an all-time high. 

By over-all content, the book covers the fol- 
lowing thirteen subject areas: (1) Retail ad- 
vertising: definition, scope and purpose; (2) 
Retail store advertising department: organiza- 
tion, function and procedure; (3) Budget and 
appropriation; (4) Planning the advertising; 
(5) Types of retail advertising; (6) Writing 
advertising copy; (7) Retail advertising layout, 
art, illustrations, design, typography and print- 
ing; (8) Advertising media evaluation; (9) 
Discussion of selected major retail media: 
newspaper, direct-mail, radio and TV; (10) 
Sales promotion; (11) Public relations; (12) 
Market research; and (13) Marketing research. 

The book is written and arranged in a 
first-rate “teachable” manner. Each subject 
opens with a clear summary statement in good 
check-list form, and there is detailed follow- 
through on each point. It is also “studiable” 
for the same reason. It is the kind of text 
that college students like—incisive and direct. 
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This characteristic also wins the readership of 
the “pros.” One can open this book at any 
page, begin reading, and feel in context. The 
businessman, a typical “index reader” likes 
the latter quality. However, for this type of 
reader the book is in need of an index modifi- 
cation. It should be more complete. 

I have a curious observation to make. The 
authors are celebrated marketing men. They 
enjoy a considerable reputation as specialized 
marketing men. They have written here an 
outstanding book in the field of marketing 
which was submitted by the publishers to the 
American Marketing Association for review 
to be published in the JOURNAL OF MARKETING 
which is read by marketing people. Yet, your 
reviewer, after having carefully examined all 
705, pages of this book, does not find a single 
functional reference to, or use of, the word 
marketing! This is an astonishing observation 
about a 280,000 word book on marketing! 

The book has no bibliography of any kind. 
This is a material and serious weakness. The 
usual marketing semantics difficulties plague 
the authors too. The words “budget” and 
“appropriation” need definition and more ac- 
curate reference in Chapter 4. How do you 
define terms such as “sales promotion” and 
“publicity?” These terms assume very special 
and important meaning in this book. Your 
reviewer observes that they are used here to 
mean what marketing men would refer to as 
marketing. For instance, the last two chapters 
are incorrectly titled. The words “market” 
and “marketing” should replace the word 
“advertising” in these titles. 

No business book shelf, private or public, is 
complete without a copy of this edition of 
Edwards and Brown. 


WILLIAM L. DOREMUS 
New York University 


PACKAGING WITH PLASTICS, A Progress Report. 
AMA Management Report No. 29. (New York: 
American Management Association, Inc., 1959. 
Pp. 131. $3.75.) 

In an admirable effort to adequately de- 
scribe, between the covers of one book, the 
extremely broad field of plastics in packaging, 
the American Management Association has 
brought together 24 papers originally pre- 
sented at its Special Plastic Packaging Con- 
ference, held in New York in January, 1959. 
The editors have grouped the separate papers 
into four subject sections: (1) “The Dimen- 
sions of Progress;” (2) “New Materials for 
New Packages;” (3) “Equipment Trends and 
Developments;” and (4) “Modern Methods 
and Applications.” In the words of John L. 
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Wood, AMA Packaging Coordinator, “This 
report has been designed to acquaint the 
reader with some of the most significant new 
developments in the materials, machinery, 
methods, and merchandising techniques of 
plastic packaging.” 

The report goes beyond the point of signifi- 
cant new developments, with most of the 
authors—who are almost all specialists in one 
specific area or another of packaging—de- 
scribing the potentials and possible future 
uses of the newer plastic materials. Future 
trends in packaging machinery and plastic 
forming equipment are also discussed. In fact, 
considerable emphasis is placed on the future 
throughout the book. 

The papers provide a fair indication of the 
wide range of properties attainable with 
plastics, properties which well suit them for 
many packaging applications. Bulk of the total 
discussion deals with the flexible and rigid 
films, especially in food packaging where these 
plastics are most widely used. Rigid containers 
and film coatings are discussed to a much 
lesser degree. Each author presents his area of 
interest broadly, avoiding the discussion of 
any one subject to its end, but at the same 
time keeping the writing somewhat technical. 
All the papers provide a good deal of food 
for thought on plastic applications in packag- 
ing. 

A little more critically, the book is not a 
“Progress Report,” as such. Nowhere does it 
contain a statistical analysis of progress in chart 
or table form, nor is there an enumeration of 
growth in market percentages or dollar 
volumes for successive year periods, etc., as 
might be expected. However, various refer- 
ences are made in a number of the discussions 
as to meager past and broad present applica- 
tions of plastics in packaging. 

Also, someone unfamiliar with plastics 
properties or processing would have difficulty 
with some of the terminology—for example, 
the meaning and significance of “slip” or 
“back-seam” or “slot-die.” 

The paper, “Some Observations on The 
Soviet Plastics Industry,” by C. W. Blount, 
Vice President-Marketing, Union Carbide 
Plastics Company, is included in the report. 
It adds little, however, to the discussion of 
plastics in packaging, other than pointing out 
that Soviet packaging, for the most part, is 
still in the “cracker barrel” stage. 

The most important contribution of this 
report is the over-all picture it provides of 
today’s thinking in the packaging industry. 
It is, therefore, a good reference to present-day 
thinking in packaging, and, more particularly, 


packaging with plastics. The report will be 
educational for those new to the packaging 
field on the one hand, and informative to 
those feeling the pulse of the packaging in- 
dustry on the other. To all who read this 
book it will be obvious that there are con- 
siderable differences of opinion. These differ- 
ences will be seen where many authors cover 
the same general area, particularly the poly- 
ethylenes and polypropylene. It is very im- 
portant for all in packaging to know that 
these differences of opinion do exist, to know 
what the differences are, and to be aware that, 
in the pastics industry hardly anything is cut- 
and-dried. 


FRANK J. MACRAE 
The Dow Chemical Company 


AUTOMATION, CYBERNETICS AND SOCIETY, by 
F. H. George. (New York: Philosophical Library, 
1959. Pp. 283. $6.00.) 

The author chose an ambitious title for this 
work, and drew up an outline in keeping with 
his ambition. He was partly successful in 
accomplishing his grand design of describing 
the fundamentals of cybernetics, their appli- 
cation in automation, and the social problems 
likely to result. 

The book is divided into three major sec- 
tions, each containing several chapters. The 
first section, entitled “The Social Background 
of Automation” deals largely with generalities 
and contributes little toward understanding. 

Part Two, entitled “Cybernetics and Auto- 
mation” takes up over half the length of the 
book and treats mainly of elementary com- 
munication theory, cybernetics, and methods 
of application. A number of interesting 
schematic drawings are included in this sec- 
tion, as well as four pages of photographic 
plates showing some British computers, which 
demonstrate mainly that a good industrial 
photographer would find much use for his 
talents there. Stochastic and Markoff processes, 
propositional algebra and binary notation are 
among the subjects brought up, though some 
of them are treated very sketchily. Through- 
out this section, parallels between human 
thinking processes and machine logic or 
electronic circuity are continually reiterated. 
A description of the human brain and human 
motor control center locations takes up th« 
better part of a chapter, for no apparen’ 
reason. 

The final section, “Operational Research) 
and Automation,” attempts to summarize the 
social and economic implications of applied 
cybernetics in business and industry, and in 
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human pursuits generally; to speculate on the 
future of automation and of civilization 
(western) as such. Mr. George specifically re- 
lates his discussion to the United Kingdom's 
position in the world but, except for some 
inferiority feelings, it is perfectly applicable 
in general terms. 

This last section in particular demonstrates 
that Mr. George is a thoughtful man, and 
that he has tried to help others think of the 
future insofar as human thinking, human 
pursuits, and, more especially, human in- 
dividual freedom are likely to be affected by 
cybernetics. It is therefore unfortunate that 
this book is so uneven in quality and organi- 
zation. It is apparent that a number of 
chapters were conceived as lectures to be 
delivered before large groups, rather than as 
parts of a book. The style employed would 
suggest that the groups in question were 
undergraduate. The writing is prolix and 
repetitive in many areas; the illustrations are 
often pedantically far-fetched and sometimes 
too heavy-handed in attempts at humor. The 
book contains a remarkable number of lines 
devoted to circumlocutory transitions and idle 
musings that make sustained reading difficult. 

The editor, by revising organization, and 
reducing the length of the book by at least 


one-third, could have improved it greatly. As 
it stands, it does not treat elementary con- 
cepts in sufficient detail for the layman, and 
it contains too much elementary material for 
almost everybody else. Copious references, 
mostly to British literature, are provided. 


THOMAS T. SEMON 
Stewart, Dougall & Associates 


MODERN ORGANIZATION THEORY, edited by 
Mason Haire. (New York: John Wiley & Sons, 
1959. Pp. x, 324. $7.75.) 

This book consists of a collection of papers 
which were read at a symposium held by the 
Foundation for Research on Human Be- 
havior at Ann Arbor, Michigan, in February, 
1959. A common thread that justifies group- 
ing these papers into a single volume is the 
concern of each with an approach to the 
understanding of industrial organizations and 
how they function. 

This is an important book in the study of 
organizations. The eleven authors are able to 
call upon an extensive amount of contempla- 
tion, investigation, and past creative effort in 
presenting their views. Having collectively 
written over 20 books and countless articles, 
they are major contributors to the literature 
of this subject. This book, then, in presenting 
the latest thinking of these men, is worth 
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being read by those interested in understand- 
ing the workings of organizations. 

The individual papers are presented as they 
were originally written, and, therefore, none 
of the interaction among the authors in the 
course of the symposium ties the contents 
together. For this reason, the editor’s intro- 
ductory comparison of the book to the fable 
of the blind men describing an elephant is 
appropriate. Each of the authors is discussing 
the same thing, but starting points and areas 
of emphasis differ widely. The reviewer feels, 
therefore, that a brief presentation of the 
contents of the book must be made in terms 
of what each individual author has presented. 

E. Wight Bakke defines the concept of the 
social organization in terms of its major 
features: The image of uniqueness and whole- 
ness, the organizational activities, the various 
basic resources utilized in organizational ac- 
tivities, and the bonds which serve to integrate 
the elements of the organization. His intro- 
duction to this concept includes an outline 
of the uses which an adequate theory of 
organization can perform and an outline of 
criteria which, if met, would facilitate the 
usefulness of such a theory. 

R. M. Cyert and J. G. March present a 
view of organizational behavior in which 
individuals bargain their acceptance of 
organization goals for monetary and policy 
side payments. They consider this process to 
be basic to the manner in which organizations 
make decisions. 

Anatol Rapaport describes an ingenious 
task which he feels should be useful as a 
laboratory research tool in the study of 
organization. He feels that the results of re- 
search with this tool will help in developing 
experimental techniques for studying organi- 
zational behavior in more realistic situations. 

Chris Argyris assumes that human beings 
are need-fulfilling, goal-achieving unities. He 
is concerned with the motivation of indi- 
viduals, the way in which these motives de- 
velop, and primarily with the eventual con- 
flict between the individual’s motivations and 
the demands of the organization. He sets up 
a model for analysis of human behavior in 
organizations and suggests its usefulness. 

William F. Whyte describes an approach to 
the analysis of human relations in organiza- 
tions which is based upon three mutually de- 
pendent concepts: Interaction—interpersonal 
contacts, activities—the things people do, and 
sentiments—the way people feel. 

Rensis Likert like Argyris is concerned with 
human motivation and feels that its im 
portance has been ignored by traditional 
theory. He hypothesizes that maximum par- 
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ticipation and interaction by its members will 
lead to high morale and thus to high produc- 
tivity of the organization. 

Robert Dubin treats the stability of the 
organization as a function of the linkages 
among the units of the organization and of 
the individual units themselves, namely the 
employees. He supports *he hypothesis that 
minimizing the number of linkages between 
units contributes to system stability. (This is 
essentially opposite to Likert’s hypothesis of 
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zations. From the investigation of histories of 
four industrial firms he finds support for the 
idea that there may be some general principles 
of organizational growth. 

Jacob Marschak apparently sees the survival 
of the organization as a function of its system 
for making decisions. He is concerned with 
what is required for making optimal decisions 
in various circumstances. 

In short, the book is a treatment of an 
academic subject by a group of academic in- 
dividuals. For this reason, the casual reader 


what leads to system productivity.) 

Dorwin Cartwright explains how the mathe- 
matical theory of linear graphs can be of help 
to the organizational theorist. 

Mason Haire presents a paper which in- 
cludes a great deal of empirical evidence of 
various facets of growth in industrial organi- 


may, after several chapters, lose interest. The 


more serious reader, on the other hand, will 
find a wealth of stimulating ideas and dis- 
cussion on the subject of organization theory. 


DOUGLAS HARRIS 
Human Factors Research, Incorporated 
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